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Alzheimer's disease; (3) Thomas Burke, chief of staff, DHHS, who 
elaborates on the Bowen proposal for catastrophic health care 
coverage; (4) Thomas Brown, vice-president of Overlook Hospital 
(Summit, New Jersey); (5) Evelyn Savage, director of Somerset Hills 
Visiting Nurses Association (Barnardsville , New Jersey); and (6) 
William Matusz, director of American Association of Retired Persons 
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CATASTROPHIC HEALTH INSURANCE: A NEW 
JERSEY PERSPECTIVE 



FRIDAY, APRIL 10, 1987 

House of Representatives, 
Select Committee on Aging, 

Elizabeth, NJ. 

The Committee met, pursuant to notice, at 10 07 a.m., in City 
Council Chambers, Elizabeth City Town Hall, 50 Windfield Scott 
Plaza, Elizabeth, NJ. Hon. Matthew J. Rinaldo (acting chairman of 
the committee), presiding. 

Present: Representatives Rinaldo, Saxton, and Roukema. 

STATEMENT OF HON. THOMAS G. DUNN, MAYOR OF 
ELIZABEfH, NJ 

Mayor Dunn. The Chairman is about to call the meeting to 
order. I am here to welcome each and every one of you to the City 
Council Chambers of City Hall in the City of Elizabeth, New 
Jersey. 

For those of you who may not know me, my name is Tom Dunn. 
I am the Mayor of the City of Elizabeth and we are very proud and 
happy to have each and every one of you with us today. 

I want to thank your very good friend Congressman Matt Rin- 
aldo for singling out our city hall as the site for this very, very im- 
portant meeting to be conducted by the Congressional Select Com- 
mittee on Aging. 

It is quite apropos that I be the one to welcome you in view of 
the fact that I am a little sleepy yet from having celebrated an- 
other birthday yesterday. And I can assure you that I am as con- 
cerned as any of you, if not more so, about becoming aged than I 
have been for the past several years. 

It is a subject that is of great interest and concern to me person- 
ally and certainly a subject of concern to me as a long-time Mayor 
of the City of Elizabeth. I am in my 23rd year as the Mayor of this 
urban city and I doubt if there is any problem found anywhere in 
America that cannot also be found in our city. 

And none rates a higher priority than the concern that we have 
for our older citizens. I mentioned to Congresswoman Roukema 
just a few minutes ago that about 15 or 16 years ago we had a facil- 
ity in the City of Elizabeth that was commonly known as the Alms 
House or Poor House. 

We had to tear the building down because we had no customers. 
We had more people on staff than we had patients. ^ e recognized 
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the economics of it and when a nun ^ame to us and said, *'you pay 
us X-number of dollars to take care of those few people and put 
them in our St. Elizabeth's Hospitar* and we will take care of 
them. We agreed. 

That was about 15 or 16 years ago. We tore the building down 
and replaced it with a big hotel. Today the situation is so different. 
We have very, very serious need for more institutions of that type. 

We have none that I know of in this immediate area. And yet 
state institutions are emptying out of their facilities patient after 
patient after patient who rightfully belongs in an institution. And 
as a result, they are shipped to cities like Elizabeth and cut loose, 
despite the fact that somebody is being paid to take care of them. 

These institutions' budgets increase each year even as their pa- 
tient loads decline. This patient ''dumping" creates a tremendous 
burden not only for the City of Elizabeth but for other big cities as 
well. 

There is another problem. Have you noticed that when you turn 
the television on now you see movie star after movie star trymg to 
sell some sort of supplemental medical coverage to the old folks? 

I get a big kick out of all of the gimmicks. There is not one of 
those policies that I qualify for. The only way you can qualify for 
those is if you never had a headache in the past 25 years. Then you 
might be considered. 

I am 66 years old and there is not an illness or a disease or an 
operation that I have not had; from cataracts to prostate to open 
heart surgery to hernia operation, Dengue Fever malaria, I 
have had them all. 

The advertisements assure you that there will be no health ques- 
tions raised whatsoever. True — until you get the application. The 
application asks if you have ever had a headache in your life. Yes. 
If you ever had your tonsils out, the insurance company considers 
you a poor risk. 

I am sure that is just part of what this very, very fine Congres- 
sional Select Committee on Aging wants to hesr about today. And I 
am sure that they are working diligently and feverishly to try to 
rectify some of these terrifying things that happen to us when we 
hit those so-called Golden Years. 

I am very very, happy to have them with us today; work that 
they are doing is of tremendous importance to all of us. I know this 
is going to be a very productive public hearing and again, we are 
proud to have you here with us in the City of Elizabeth on such 
important business. 

Thank you. 

OPENING STATEMENT OF REPRESENTATIVE 
MATTHEW J. RINALDO 

Mr. RiNALDO. Thank you very much. Mayor Dunn. Before the 
Mayor leaves, I want to express my appreciation to Mayor Dunn, 
the City Council, and his administration. They have always been 
very cooperative whenever we wanted to have a hearing in this his- 
toric chamber. But more importantly, as I think Mayor Dunn dem- 
onstrated in his welcome they have a real interest in our senior 
citizens and their welfare. 
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As the Vice Chairman of the Aging Committee, I specifically re- 
quested this hearing to examine the need for catastrophic health 
care coverage for the elderly, and what role the federal govern- 
ment can play in helping to address that need. 

I am pleased that two of my colleagues on the committee, both of 
whom are from New Jersey, are here with me today. Congresswom- 
an Marge Roukema, from New Jersey's Fifth District, and Con- 
gressman Jim Saxton, from New Jersey's 13th District. Both Mrs. 
Roukema and Mr. Saxton have been active in the effort to promote 
comprehensive health care coverage for senior citizens, and I want 
to thank them for joining me this morning. 

Over tlie last few years the cost of medical care has risen signifi- 
cantly faster than the gene*dl rate of inflation, and that trend 
shows no sign of stopping, or even slowing down. Already, a family 
struck unexpectedly with a serious illness or disability may find its 
financial stability seriously threatened by the costs associated with 
medical care. 

This is especially true of the elderly, many of whom live on fixed 
incomes. Some individuals and families cannot meet those costs at 
all. 

In New Jersey alone last year, hospitals incurred nearly $250 
million in uncomper^ated care costs. Nearly half of that, or close 
to $115 million, is attributable to elderly Medicare beneficiaries. 
Most of that figure repre3ents copayments and deductibles for hos- 
pital care that the elderly simply could not meet, could not afford. 
Only about 1 percent is attributable to Medicare beneficiaries who 
exhausted their benefit coverage. Those individuals, unfortunately, 
became charity cases. 

In his State of the Union message last year. President Reagan 
asked Health and Human Services Secretary Dr. Otis Bowen to rec 
ommend ways in which the private sector and the government 
could work together to address the problem of affordable cata- 
strophic health care so that those unable to meet the high costs of 
medical attention might have some protection— might keep their 
dignity. 

Dr. Bowen's report was sent to the President on November 19 
and released to the public shortly thereafter. The President subse- 
quently endorsed the Bowen plan and it was introduced in Con- 
gress in February. 

The Bowen plan would extend Medicare coverage to an unlimit- 
ed number of hospital days and would cap personal out-of-pocket 
expenses at $2,000 for covered services. The bill would also cover 
the first 100 days of post-hospital skilled nursing facility care. It 
would be financed by increasing the Medicare Part D premium by 
approximately $5 per month. 

In the few months since the legislation was introduced, it has 
sparked considerable debate on the issue of catastrophic health 
care. In particular, much attention has been focused on the issue of 
long term care for the elderly, potentially the most costly service 
item of senior citizens* health care. 

As a result, alternative approaches to catastrophic health insur- 
ance have been introduced in Congress. 

Just yesterday, the Health Subcommittee of the House Ways and 
Means Committee approved a catastrophic health plan introduced 
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by the chairman and ranking minority member of that committee. 
This bill v/ould limit the hospital deductible to $541 in 1988, place 
no day limit on impatient hospital services, cover 150 days of 
skilled nursing facility care in a calendar year, and make other 
modest benefit expansions. 

The bill, however, proposes to raise the income taxes of senior 
citizens in order to finance these changes. For the first time in his- 
tory, it would impose a tax on the actuarial value, the value of a 
health benefit that you receive — in this case Medicare Part A and 
Part B benefits. For millions of senior citizens, it would means hun- 
dreds of dollars more in income taxes each year. 

I seriously question whether or not this is the right approach to 
take in a catastrophic health plan. I do not like — and I make no 
bones about it— that type of financing mechanism, and I am eager 
to get the reaction of Tom Burke, from the Office of the Secretary 
of Health and Human Services who is here with us today. Mr. 
Burke was a key player in fashioning the administration's plan. 

Whib this bill has received a great deal of attention in the last 
few weeks, there are 14 other proposals already pending before the 
House of Representatives. And I mention that just to impress upon 
you the fact that nothing is yet set in concrete. 

These various catastrophic health insurance bills fall into 3 
broad categories and almost all of them build on the existing feder- 
al Medicare system. The first category, which includess the propos- 
al by Congressman Stark and Gradison that I just mentioned, 
would place an upper limit on out-of-pocket costs for Medicare coin- 
surance and deductibles; and would extend or eliminate the limits 
on the duration of covered hospital stays. 

The second category includes proposals which, with varying de- 
grees of cost consciousness, seek to provide protection against some 
of the costs associated with services not currently covered by Medi- 
care, including, in some cases, long term care. 

The third and final group of proposals would combine expanded 
protection with a radical restructuring of the Medicare program. 

I commend Secretary Bowen for bringing this problem to the 
fore. I am an original sponsor of the administration's plan. I think 
its approach of placing a cap on out-of-pocket expenses for acute 
medical care is sound. 

However, we have also seen that there is clearly a need to ad- 
dress the financial hardship wrecked on victims of long term, 
chronic illness and their families as well. At an average cost of $65 
per day, for example, the cost of a stay in a nursing home can be 
devastating. Last year Medicare paid for only 2 percent of all nurs- 
ing home expenses. Home health care delivery is another example. 
Under both the current pr<^am and the Bowen plan. Medicare 
will pay only for intermittent skilled nursing visits and then only 
when deemed "medically necessary." It pays nothing for custodial 
care or for those elderly who are not homebound. 

It is clear that the Administration's proposal, the Bowen plan, is 
only a good starting point. In my view, it is not enough. Any cata- 
strophic health care plan passed by Congress must include serious 
measures to address the very critical problem of post-acute care 
services. And by that I mean nursing home care, and long term 
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care at home. We cannot continue to bankrupt the American 
public without having any plan to cover those costs in place. 

Because it is likely that Congress will pass some form of cata- 
strophic health care legislation during this session, it is crucial 
that we understand just what are the real health care coverage 
needs of our nation's elderly. That is why we are calling this hear- 
ing; to hear from people who in many cases cannot get down to 
Washington. I am eager to hear the views of our witnesses on this 
matter and I want to thank all of our witnesses for coming here. I 
also want to thank all of you in the audience for coming to partici- 
pate and for showing your support for the kind of catastrophic 
health care plan that is long overdue. 

I now call on Congresswoman Roukema for her opening state- 
ment. 

Congresswoman Roukema. 

STATEMENT OF REPRESENTATIVE MARGE ROUKEMA 

Mrs. Roukema. Thank you, Ck)ngressman Rinaldo. I do thank 
you for inviting me to participate in this program today. As you 
have indicated, I represent the Fifth Congressional District but 
perhaps some of you do not know where that is geographically. It is 
north of here and it sits right up in Bergen, Passaic and Sussex 
Counties, and I represent constituents very much like yourselves. 

I also want to thank you for putting together this program today 
and for the excellent set of witnesses, and I am interested m get- 
ting on to hear those witnesses. I would ask if I could summarize 
my opening st^^tement and have unanimous consent to put the full 
text of my remarks in the record. 

Mr. Rinaldo. Without objection, so ordered. 

Mrs. Roukema. In summary, let me point out that I have fol- 
lowed this issue with my constituents for a good number of years 
during my years in Congress. And it has been abundantly clear to 
me that the threat of long term or catastrophic illness is an issue 
of critical concern to all of our nation's elderly and their children, 
the so-called middle generation. 

They worry about the financial devastation and emotional 
trauma which might befall them should a member of their family 
suffer such illness. And of course, their anxiety is growing in direct 
proportion to increased longevity and increased size of the elderly 
population. 

It is an issue that evokes more frustration, anger and fear than 
any other issue I know, because the cost of care is outstripping the 
ability of prudent, hardworking people like yourselves and your 
families to pay for adequate care. That is clear, abundantly clear. 

It has become obvious to me, therefoie, that the time has come to 
expand the Medicare program, bring it up to date to meet the 
needs of our growing aging population. 

The first step in this regard is obviously an approach to cata- 
strophic illness coverage that has been so eloquently outlined by 
our Chairman today. And to repeat Congressman Rinaldc's report, 
the report is as new as this morning's paper which outlines the re- 
sults of a markup yesterday in the Ways and Means Committee 
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that puts forward a plan for catastrophic illness coverage: not nec- 
essarily one that you and I, Mr. Chairman, might agree with 
,.K5f!![r!''vA"® ^ our prime witnesses today, Tom Burke, is the 
fhS n present the first propoSl 

that would cover catastrophic illness for acute hospital care 

poSrSdeSr'""" ^"'^ ^^^'^ 

In^aHHiH^^ fjl"!/" first steps to our approach, acute hcopital care, 
in addition, there is another area in which I have particula-lv had 
close interest and that is the logical extension to LpandSg home 
health care. And to that extent, I have introduced a bill just this 

Sfe bS; JJlf ^•n'j;°"^'' ".u* f P^"'' '^^^^'•^^ fo'- home health 
Snsion of ffe reimbursement level. I think that ex- 

. . ^ '^^i''^''® program to allow reimbursement of home 
Sn^i fnfi ^u^'fy' additional benefit for assistance at 

llrn,!- n"^'"^ ^^^^ '^f'^' ^'•^ essential components to any cata- 
strophic illness proposal that we pass. 
Mr. Chairman, I thank you very much 
[The prepared statement of Mrs. Roukema follows:] 
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PREPARED STATEMENT OF REPRESENTATIVE MARGE ROUKEMA 



GOOD MORNING. I WANT TO THANK VICE-CHAIRMAN RINALDO FOR ALLOWING ME TO 
PARTICIPATE IN THIS HEARING TODAY. 1 REPRESENT THE FIFTH CONGRESSIONAL 
DISTRICT OF NEW JERSEY. 



AFTER YEARS OF DISCUSSION WITH MY CONSTITUENTS AND HEALTH CARE 
PRDVIDERS, IT HAS BECOME ABUNDANTLY CLEAR TO ME THAT THE THREAT OF 
LDNQ-TIRH DR CATASTROPHIC ILLNESS IS AN ISSUE DF CRITICAL CONCERN TO 
DUR NATION'S ELDERLY AND THEIR CHILDREN. THEY WORRY ABOUT THE 
FINANCIAL DEVASTATION AND EMOTIONAL TRAUMA WHICH MIGHT BEFALL THEM 
SHOULD A MEMBER DF THEIR FAMILY SUFFER SUCH ILLNESS. IT IS AN ISSUE 
THAT EVOKES MORE FRUSTRATION, ANGER, AND PASSION THEN JUST ABOUT ANY 
OTHER AND MUST BE ADDRESSED. 

IT HAS BECOME OBVIOUS TO ME THAT THE TIME HAS COME TO BRING THE 
MEDICARE PROGRAM UP TO DATE IN ORDER TO MEET THE NEEDS DF OUR AGING 
POPULATION. THE FIRST STEP In THIS REGARD IS TO PROVIDE CATASTROPHIC 
ILLNESS INSURANCE TO MEET ACUTE CARE NEEDS. 

DR. BOWEN, THE SECRETARY OF THE DEPARTMENT OF HEALTH AND HUMAN 
SERVICES. HAS INTRODUCED A FQWARO-LODKING, PRUDENT PROPOSAL FDR 
CATASTROPHIC ILLNESS INSURANCE. LEGISLATION WHICH WOULD ENACT THIS 
PROPOSAL, WHICH I HAVE LDSPONSORED (H.R. 1243), WILL RESTRUCTURE 
MEDICARE TO ASSIST 1.7 MILLION BENEFICIARIES IN FISCAL YEAR 1988 BY 
ESTABLISHING AH OUT-OF-POCKET LIMIT FOR MEDICARE PARTS A AND B OF 
$2.DDD FOR AtL SERVICES CURRENTLY COVERED BY MEDICARE. THIS WOULD BE 
ADJUSTED ANNUALLY. IN ORDER TD PAY FOR THIS INCREASED COVERAGE, 
PREMIUMS UNDER PART B WOULD BE INCREASED BY SIV DOLLARS OR SD A HOHTH. 

ANOTHER PROPOSAL TO IMPLEMENT CATASTROPHIC ILLNESS INSURANCE UNDER 
MEDICARE HAS BEEN INTRODUCED BY CONGRESSMEN STARK AND GRADISON. THIS 
LEGISLATION DIFFERS FROM THE BOWEN PLAN IN TWO FUNDAMENTAL WAYS. IT 
ESTABLISHES A LOWER OUT-OF-POCKET LIMIT OF ABOUT $1,70D PER YEAR AND 
PAYS FOR THE INCREASED COVERAGE THROUGH THE INCOME TAX SYSTEM. 

THE MINIMUM COMMITMENT WE SHOULD MAKE TO OUR NATIOH'S SENIOR CITIZENS 
THIS YEAR IS TO IMPLEMENT CATASTROPHIC ILLNESS INSURANCE LEGISLATION. 
STEP ONE, IF YOU WILL. AN ACDITIONAL COMPONENT IS NEEDED. HOWEVER. 
EXPANDED HOME HEALTH BENEFITS MUSF BE PART OF ANY FIRST-STEP SOLUTION. 

RIGHT NDW. MEDICARE IS GROSSLY INADEQUATE TERMS OF THE REIMBURSEMENT 
IT GIVES TD HOME HEALTH CARE, PUSHING THE!. COSTS FAR BEYOND THE REACH 
OF MOST FAMILIE:. we must expand the HOME HEALTH BENEFIT TO ENSURE 
THAT THOSE WHO ARE BEING RELEASED FROM THE HOSPITAL "QUICKER AND 
SICKER" CAN BE TAKEN CARE OF IN THEIR HOME. 

I HAVE INTRODUCED LEGISLATION -TO DO OUST THAT. MY LEGISLATION WOULD 
CURIFY AND EXPAND THE HOME HEALTH BENEFIT UNDER MEDICARE. IT WOULD 
ALLOW SIXTY DA\S OF DAILY CARE BY SKILLED HEALTH PERSONNEL, RATHER THAN 
THE CURRENT TWO TO THREE WEEKS (DEPENDING UPON INTERPRETATION BY AGENCY 
OFFICIALS). ADDITIONAL DAILY VISITS WOULD BE COVERED UNDER EXCEPTIONAL 
CIRCUMSTANCES AS CERTIFIED BY A PHYSICIAN. PERSONS WHO HAVE JUST BEEN 
RELEASED FROM THE HOSPITAL WILL BE ASSURED THAT THEY CAN RtCEIVE DAILY 
HOME HEALTH SERVICES FOR SIXTY DAYS RATHER THAN THE CURRENT FOURTEEN TO 
TWENTY-ONE DAYS. THIS LEGISLATION WOULD CLEAR UP CONFUSION AND PROVIDE 
UNIFORMITY. 

IN ADDITION. BECAUSE MANY ELDERLY STILL NEED SOME PERSONAL OR HEALTH 
CARE SERVICES FOR SOME TIME AFTER THEIR NEED FOR DAILY CARE HAS BEEN 
SERVED. THIS LEGISLATION WOULD ALLOW FOR UP TO THIRfY ADDITIONAL VISITS 
BY A HOME HEALTH AIDE IN ORDER TO MAINTAIN THAT PERSON SAFELY IN THEIR 
OWN HOME. 

AS CURRENTLY BEING CONSIDERED. CATASTROPHIC ILLNESS INSURANCE PROPOSALS 
DO NOT ADDRESS THE KEY ISSUE OF LONG-TERM INSURANCE FOR THE CHRONICALLY 
ILL— SUCH AS THOSE WHO HAVE ALZHEIMER'S DISEASE AND HEED NURSING HOME 
DR LONG-TERM HOME CARE. THIS COMING YEAR AND AFTERWARDS. WE IN THE 
CONGRESS WILL BE LOOKING INTO ISSUES SURROUNDING LONG-TERM CARE 
NEEDS-BUT WE MUST NOT ACT TOD PRECIPITOUSLY. I HOPE TODAY'S HEA..ING 
WILL PROVIDE INFORMATION ON WAYS TD PROCEED IN THIS AREA. 

WE MUST DO ALL WE CAN TO ASSIST THE ELDERLY WHO HAVE SAVED LONG AND 
HARD FOR THEIR RETIREMENT. FNSURING QUALITY. AFFORDABLE HEALTH CARE IS 
OF THE UTMOST IMPDRTAK:E. I LOOK FDWARD TO tODAY'S TESTIMONY. 
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Mr. RiNAUX). Thank you, Congresswoman Roukenia. 
I now call on Congressman Jim Saxton, who will also give an 
opening statement. 

STATEMENT OF REPRESENTATIVE JIM SAXTON 
Mr. Saxton. Mr. Chairman, thank you very much. And let me 
begin by commending you for setting up this hearing which I think 
IS so important to us in Wash.ngton. You know, there is a saying in 
Washington that we need to get outside of the beltway of B.C. to 
find out what is going on, ^.nd that is why we are here today. I 
want to commend you for it and thank you for inviting me to take 
part in this hearing. 

I want to take this opportunity to say to all of you that perhaps 
some of us are luckier than others in the representation that we 
have, aiid I think the New Jersey Delegation is, in particular, a 
very good one. When it comes to issues that have to do with senior 
citizens and health care and retirement programs, there is no one 
in the City of Washington, B.C. that has been more attentive to 
that kind cf subj3ct matter than the chairman of this committee 
hearing today. 

Matt Rinaldo's name in Washington and in fact across this coun- 
try IS synonymous with names like Claude Pepper, the Congress- 
inan from Florida; and Ed Roybal, the Congressman from Califor- 
nia; both of whom have taken it upon themselves to be leaders in 
this field. 

And as vice chairman of the Select Committee on Aging, Con- 
gressman Rinaldo has joined those two individuals as a leader in 
this field. It is a special pleasure for me to be able to take part in 
this panel discussion this morning. 

I would also like to thank Mayor Dunn for hosting us here th^s 
morning. I was here a year or 18 months ago to take part in a 
hearing that dealt with Alzheimer's disease, a very closely associat- 
ed subject. So perhaps today's hearing is, in a way, an extension of 
that. 

I also believe it is an honor and a privilege to be able to work on 
the Select Committee on Aging. We have, as a committee, address 
a variety of significant gaps in health care coverage. As Congress- 
man Rinaldo pointed out, the President has led the way in the ca- 
tastrohic health insurance debate with his statement of two years 
ago m the State of the Union Address. 

Congress has taken an important step forward toward the estab- 
lishment of a catastrophic health care pr<^am. 

Although our current medical system provides substantial bene- 
fits to niost individuals, most individuals may also run the risk of 
financial devastation if catastrophic illness strikes. All too often I 
have heard in my district stories of such devastating results from 
an illness. The 13th district is at the other end of the state. I repre- 
sent a large portion of Burlington County, Camden and Ocean 
County. Many of you may have considered at one time or another 
retiring m Ocean County, because there are many seniors who 
have decided to do that at Crestwood Village, and Leisure Village 
and other senior communities located there. 
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One of our main concerns is how to develop a workable solution 
to the problem. Almost on a daily basis I hear stories of people who 
have had long-term illnesses. All too often the entire savings of a 
family or an individual are used to pay for those necessary ser/- 
ices. 

One of the things that we would like to do today is get you the 
witnesses' input about, how we can solve these long term cata- 
strophic illness problems. Understandably > many beneficiaries r^.is- 
t^enly believe that the' were adequately protected by Medicare. 
But we as membei"? committee, know that this is not the 

case. Medicare does /er medical expenses after 150 days in 

the hospital, for ex8Uii^..c. 

Others have tried to plan by purchasing supplemental insurance, 
but these too have proven to be inefficient and very costly. Many 
people face acute hospital costs, and Secretary Bowen's plan, while 
not perfect, is certainly a step in the right direction. 

However, I believe the more fundamental need lies in the need 
for protection against long-term catastrophic illness. 

Recently in a hearing in Washington when we were discussing 
Secretary Bowen's plan, it was pointed out that while protection 
from the cos( ; of acute care in the hospital are significant, almost 
80 or 81 percent of long term care is not addressed by the Bowen 
plan. That is, long term nursing home care and home health care. 
This is a subject that we must address. 

Most people are Viudent in saving for their later years, but the 
cost of an acute or long term illness is so high that many people 
may not earn in a lifetime what it costs to pay for required medical 
care. While we all know what the problem is, the solution today is 
not near as clear. 

Federal spending for Medicare has risen dramatically from $7 
million in 1966 to $86 billion projected costs in 1988. Out-of-pocket 
exp<=^nditures for senior citizens which are incurred each year have 
a)so risen tremendously. 

Our challenge in Congress is that which we are here to discuss 
today. It is how to effectively expand our coverage without placing 
too great a burden on the beneficiary or on the federal govern- 
ment. 

Again, Mr. Chairman, I would like to thank you, and particular- 
ly for bringing this set of witnesses together. We are going to hear 
today from someone whose family has been affected. We are going 
to hear from the U.S. Department of Health and Human Services. 
We are going to hear from a health provider from Overlook Hospi- 
tal in Summit. We are going to hear from someone who provides 
service in the home, the Visiting Nurses Society, and we are going 
to hear from vour organization, one of which many of you are 
members, the AARP. 

Thank you for inviting me to take part in this hearing today, Mr. 
Chairman. I look forward to hearing the witness testimony. 
Thank you very much. 

Mr. RiNALDO. Thank you. Congressman Saxton. 

One.' again, I want to thank both of my colleagues for taking 
time out from their very busy schedules to be here with us today. 
And before calling our nrst witness, I would like to state to all of 
t..e witnesses that normally in Washington we have a five minute 
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rule under which everyone is allowed five minutes to present their 
testimony. This morning we are changing that to allow 10 minutes 
for each witness. If your remarks extend beyond that you may 
submit a written statement, and it will be included in full in the 
printed record. The record will be presented to all of the members 
of this committee in Washington. 

Our first witness is Mr. William Hargwood, who resides in Fan- 
wood, New Jersey. Mr. Hargwood is married with three children, 
ages 32, 27 and 20, who all ?ive away from home. His wife is a 
victim of Alzheimer's disease. He worked 20 years as an insurance 
agent for Prudential, and served for a time on the Monmouth City 
Council. 

He made a good living and had in his words, ''the best health in- 
surance coverage available." In 1982, his wife w«s diagnosed with 
Alzheimer's and three years later had to be placed in a nursing 
home. 

His insurance was not enough. The expenses associated with his 
wife's illness forced him to empty his savings, cash in his insurance 
policies and take out a second mortgage on his home. Mr. Harg- 
wood is just one example of how devastating a catastrophic health 
illness can be to a family. 

I want to certainly thank him very deeply for coming here and 
for his willingness to share his story with all of us. I am confident 
that the story of his personal tragedy of long term illness will help 
to galvanize Congix*ss and the administration into action. 

Mr. Hargwood, you may proceed. 

STATEMENT OF WILLIAM HARGWOOD, FORMER COUNCILMAN 
OF MONMOUTH, NJ AND SPOUSE OF ALZHEIMER'S VICTIM 

Mr. Hargwood. Thank you. Congressman Rinaldo, and good 
morning. I want to thank you and the Select Committee on Aging 
for allowing me to speak to you this morning. My name is William 
Hargwood and I am of Fan wood. New Jersey. I am a caregiver. My 
wife was diagnosed in 1982 as having Alzheimer's disease. It did 
not just start that simple, of course. Prior to her diagnosis, she had 
been doing some strange things. 

Mr. Rinaldo. Excuse me, Mr. Hargwood. I hate to interrupt you, 
but the people in the back are signaling that they still cannot hear 
you. 

Mr. Hargwood. Still cannot hear. 

Mr. Rinaldo. Talk as directly into the microphone as you can. 

Mr. Hargwood. As I said, she had not been doing the normal 
things that you are used to your wife doing after 32 years of mar- 
riage; for example, she would go to the Y. My son was there one 
time, and he says, "Dad, I had to go bring mom out of the men's 
room because she was waiting for me to come out of the Y.'* 

That, along with some other things that were just out of the 
norm began to give me some indication that something was defi- 
nitely wrong. She used to take walks every morning, and she would 
go to the store in town just to get candy or chewing gum. One 
morning the owner of the store told me, he says, ''Bill, your wife 
was in, but she did not buy anything. She merely walked in, looked 
around and then walked out again.** 
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I thought this was strange, and I decided it is time to take her 
for a checkup. I figured a physical checkup was all that she would 
need. Well, we went to see the doctor, and he could not find any- 
thing wrong with her. And at that point he suggested we take a 
blood test. However, while we were there in the doctor's office, she 
was very agitated and kept walking around until the doctor showed 
up and then she just relaxed and acted as though nothing was 
wrong. 

Well, we took the blood test and he said that she should come 
back about a week later to pick these tests up. She did, and it was 
that time that the doctor noticed the agitation that I had noticed 
before. He then called my office— I was actively engaged in the sale 
of life and health insurance at that timr for Prudential— and told 
me that I should take her to a neurologist, which I did. The neu- 
rologist told me that my wife had what the^ call Senile Dementia, 
and that I should follow up with further visits. ^ ^ 

I did this and finally we were told that this was Alzheimer s dis- 
ease. 

I then proceeded to get second opinions. Having been in the in- 
surance business, I know you have got to check everything out 
twice. So I had two neurologists, I had two psychologists, two psy- 
chiatrists and two CAT Scans. The CAT Scans on her brain diag- 
nosed a slight atrophy. This meant that she was losing her brain 
cells a little bit faster than most people at her age. 

When the reports were in and I asked the doctor what I should 
do next, he was unable to tell me. That is when I started to get 
really involved in the hazards of this disease. The only thing the 
doctor could do was to prescribe some drugs for her, and the drug 
bills began to mount. I think my bills alone helped to pay for some 
of the refurbishing of the pharmacy I was dealing with. My Major 
Medical helped to defray part of this tremendous cost at that time. 

I then proceeded to get involved in a small support group that 
had started at the Westfield Red Cross building, and that was a 
tremendous relief for me because I was able to talk to others who 
were involved in care giving. The group later disbanded. However, 
I picked up another one in Essex County which I still belong to, 
and we are constantly communicating with one another. 

But at that group I learned there was this book called ''The 
Thirty Six Hour Day'', and that 36-hour day book became sort of 
the bible for handling my wife with Alzheimer's Disease. 

I then sought help from home health aides. I had at that point 
video taped several programs on Alzheimer's disease since I was 
getting into this. I used the tapes and the book as training for the 
home aides. The reason I had to do this is that I foimd out through 
trial and error that the home aides were not trained to handle an 
Alzheimer's patient. It is that simple. They are trained basically 
for cooking and cleaning and taking care of the house, but for han- 
dling an Alzheimer's patient, they just did not seem t- have it. My 
wife would have to spend approximately eight hours a day in the 
care of these aides. , , t t 

So I helped the aide to set up a schedule to guide her through 
the day with my wife so that they could both get along. This sched- 
ule worked until another phase of this Alzheimer's took over and 
then we had to change the schedule again. 
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The cost, of course, was getting prohibitive and my company was 
beginning to get very edgy about continuing its coverage of home 
health care expenses. At the same time my sales and income were 
suffering because of my lack of getting out there to continue to sell. 
I was constantly changing these home health aides because I was 
finding that some were good and some were not, and you just had 
to pick and choose. And I had to, of course, retrain everyone before 
I let them touch my wife, because they just did not know what to 
do with an Alzheimer's patient. 

An Alzheimer's patient, as 1 said, is not like other patients, but 
requires tender care. They require love. They require guidance, be- 
cause they do not really want to be in the position they are in, and 
they tell you that before. Thev tell you they do not want to be in 
that position but they cannot help themselves. You have got to un- 
derstand that when you are dealing with an Alzheimer's patient. 

There needs to be, of course, money appropriated from both gov- 
ernment and private insurance. I think the government and these 
private agencies that are basically making a profit in this business 
should at least train their aides so that they can handle an Alzhei- 
mer's patient. 

After three years of maintaining my wife at home, with the cost 
of doing that really burdening me, I had to borrow about all of my 
pension savings against my insurance policies and I also had to 
take out a^ second mortgage on my home. I ultimately had to rely 
on Medicaid to help me put my wife into a nursing home because 
she had finally gotten to the point where I could no longer keep 
her at home. 

I had to find a nursing home, and that was difficult enough be- 
cause at that time not all nursing homes would take an Alzhei- 
mer's patient. And I just thank the Union County Department of 
Human Services, Division of Aging, for helping me in that area, be- 
cause they were able to help me get her into a nursing home which 
she is still in right now. 

She is at the Oakview Care Center in South Amboy, New Jersey. 
Howover, she has debilitated to the point now that she is on a feed- 
ing tube and that is all. She is unable to walk or talk. And if it 
were not for the sparkle In her eyes when I visit her, I do not think 
I could go down there anymore. 

We were married 32 years, as I said, before this disease devastat- 
ed my family and caused me to retire from my job. Your family 
and friends seem to desert you at that point— they disappear. 
When this disease appears, I guess they think they are gomg to 
catch it. I do not know. But as a caregiver, you need to have some 
help, because you are feeling a tremendous burden at that point. 

You know, caregivers are the people who are taking care of their 
loved ones, and there are a lot of them in Alzheimer's situation. As 
a caregiver you have got to make sure that you take care of your 
own health. I found, after having hospitalized my wife, that I 
needed to take a physical. I really got very depressed, so I had to go 
for some help in that area. I then took a physical and that is when 
I discovered that I had cancer of the prostate, and that caused me 
to be tied up for about two months trying to get me squared away 
so that I can continue, at least, taking care of my daughter who 
was still home with me. 
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I had a very strong church background and my church and their 
members gave me their moral and financial help, and that kept me 
from going off the deep end. My daughter Stacey, who was 15 at 
the time, showed tremendous support to me. She really had to be 
there at a time when she was still in her early school years. She 
lost her social life at school, and she also lost her mother, and yet 
she had to come home from school and take care of her until I got 
home from work. 

This^is truly a catastrophic disease and no one should be made to 
spend down to the poverty level in order to continue to exist. I can 
now understand why some people walk away from someone who is 
catastrophically ill and why others resort to harsher methods of 
not dealing with this disease that devastates everything that you 
have worked for in order for you to continue to live in ttxis society. 

The caregiver is living in two worlds. One, with the pressure of 
trying to maintain some semblance of order within himself, his 
wife and his home. And second, trying to cope with the pressures of 
everyday life. There are two stresses on a caregiver. One is the 
stress of what is going on about you, and the second is trying to 
explain to people who are basically normal about what it is to have 
this stress on you and still live. It is just not easy anymore. 

I thank the committee for listening to me. 

Mr. RiNALDO. I want to thank you very much, Mr. Hargwood, for 
your testimony. 

I now will recognize Congresswomen Roukema for any questions 
that she may have. 

Mrs. Rc :ema. Mr. Hargwood, I really do not have a specific 
question, but I do know that isome of the people in the back of the 
room were not able to hear a couple of very important points that 
you made, and they are consistent with my opening statenient. So I 
just want to commend you for what you have said and point out to 
our audience that Mr. Hargwood's experience with a long term ill- 
ness, in this case, Alzheimer's disease, for his wife is a perfect ex- 
ample of the kind of family I spoke of in my introduction. That is, 
hard working people who have saved prudently, worked all their 
lives, have insurance coverage even, and yet find that catastrophic 
illness is not covered. 

You know, there is a problem here. New strides in medical care 
have brought longevity to our older population but the cost of these 
services are expensive. So families like Mr. Hargwood's, no matter 
what they do, cannot keep up to the cost. He had to "spend down," 
as the bureaucrats say, to the Medicaid stage even with his own 
private health insurance. 

The point that I also want to make, Mr. Hargwood, because we 
talked about home health care, is that you have explained the in- 
adequacies of trained health aides. 

I want to tell you, Mr. Hargwood, it is not only that they are not 
able to deal with Alzheimer's disease, but I have had an experience 
in my own family where there was a terminal illness of a different 
kind, and we found thrt we literally had to turn home health aides 
away because they simply w^re not competent to deal with the 
problem. 
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You have opened up another whole area; the question of training 
home health aides. And I thank you very much for your testimony. 
You have been very helpful to the committee. 

Mr. Hargwood. Thank you. 

Mrs. RoUKEMA. Mr. Saxton. 

Mr. Saxton. Thank you very much. 

Mr. Hargwood, when you were giving your testimony, you 
touched on the cost, your out-of-pocket expense, and I believe you 
mentioned a figure of $300 a week that you had to provide for 
home health care? 

Mr. Hargwood. Yes, right. Exactly that, Mr. Saxton. 

Mr. Saxton. So that $300 a week went on for quite some period 
of time apparently. 

Mr. Hargwood. Yes, it did. 

Mr. Saxton. Was it a matter of months, of years? 

Mr. Hargwood. Years. Approximately two years that I had 
home health care services for my wife. 

Mr. Saxton. So you must have spent somewhere in the neighbor- 
hood of $30,000 on home health care? 

Mr Hargwood. Yes, but I am fortunate to a degree because my 
company did help to defray some of that expense. 

Mr. Saxton. The company that you worked for? 

Mr. Hargwood. Yes. 

Mr. Saxton. So you had some help 

Mr. Hargwood. Right. That help is not available to anyone else. 
I think agents had a different contract which contained extra in- 
surance coverage for things like home health aids. However, the 
company got a little edgy about continuing that coverage and even- 
tually cut it off. 

Mr. Saxton. You mentioned the home health care providers that 
you were able to have for the roughly two years. You must have 
had other expenses as well. You mentioned prescriptions. 

Mr. Hargwood. You know, the regular expense3 go on in a 
home. There is still the mortgage to pay, the electric bill every- 
thing still goes on. I still had a car I was paying for at the time. It 
just 

Mr. Saxton. In addition to the regular expenses 

Mr. Hargwood. In addition to that. 

Mr. Saxton [continuing]. And the home health care, you had 
prescription drugs as well. 

Mr. Hargwood. I had to pay for prescription drugs, too, yes. I 
would say I spent close to a couple thousand dollars a year on pre- 
scription drugs, because my wife needed several of them. 

Mr. Saxton. And did you have medical care, as well, provided by 
doctors and hospitals? 

Mr. Hargwood. Yes, I did. I had to put her in a hospital one 
time because that was the only place they could do the treatment, 
or take some tests. That is when another set of psychologists and 
psychiatrists came in and that is where I had the other brain scan 
done was when she was in the hospital. 

Mr. Saxton. Do you have any estimate as to what those medical 
expenses were? Now this is other than health care at home and 
drug prescriptions, or doctors and hospitals. How much would you 
guess that 
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Mr. Hargwood. I would like to be good on the facts, but I really 
cannot come up with those at this point. I know it was costly. That 
is about all I couid say. 

Mr. Saxton. Did you have insurance to cover any of that? 

Mr. Hargwood. Yes, I did. 

Mr. Saxton. You did. 

Mr. Hargwood. Right. 

Mr. Saxton. Without care provided by doctors over a two year 
period from what you just indicated, it cost you somewhere in the 
neighborhood of $34,000 to $35,000. Does that sound about right? 
That is without doctors. 

Mr. Hargwood. Yeah. You know, when you are in this kind of 
situation and you are spending money, you do not really keep track 
of what you are doing. All you know is that you have got to spend 
it to take care of your loved ore. So I really did not put the figures 
together. I was only concerned with the fact that she was ill and I 
had to do the best I could at that time to handle things for her. 

Mr. Saxton. Well, we certainly commend you for doing that. I 
am just trying to get at the real facts here 

Mr. Hargwood. I know. 

Mr. Saxton [continuing]. For our information as to how much it 
cost you as an individual to take care of your wife. 
Mr. Hargwood. Right. 

Mr. Saxton. And I might say that in addition to the $34,000 or 
$35,000 that you estimate for those costs, even if you had the best 
doctor— the best health insurance for doctors and hospitals, the 
$35,000 that you spent must have— there must have been an addi- 
tional amount added to that because you had to pay some share of 
those physicians and hospitals. 

Mr. Hargwood. Yes, I did. 

Mr. Saxton. So we may be talking about expenses to you over a 
two year period of time of over $40,000 to $50,000. 

Mr. Hargwood. Very easily. 

Mr. Saxton. Thank you. 

Mr. RiNALDO. Thank you. Congressman Saxton. 

Mr. Hargwood, I just have one question. You explained how the 
cost of your wife's illness forced you to borrow against your pen- 
sion. It forced you to cash in your life insurance. It forced you to 
take a second mortgage on your home. Can you just tell us very 
briefly and succinctly what else it did to change your entire life? 
How did it affect you? 

Mr. Hargwood. Well, I have to say at this point that I did have 
a son that had just graduated from college, from Lehigh to be 
exact. He came home and he could not understand what had hap- 
pened to his mother. It was not in his psyche at that point I guess. 
He just could not take it, so he took off. I was devastated; I did not 
expect him to leave me so quickly. But he went out to Colorado, I 
guess, to "get the clean air." 

I had to go looking for him, because he never left a none. He just 
took off, and, his note was not very clear as to what his intentions 
were. That, plus the fact that I had to become a house husband and 
a father and a mother for my daughter, and still try to work, was 
getting to me. I could not handle it. 
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I do not know how I got through. I just have to thank the Lord I 
guess for giving me the strength. But I am still young to a degree. I 
think of this happening to people who are much older, they cannot 
really deal with a catastrophically ill individual. I now am seeing a 
woman whose husband is in the nursing home with my wife, and 
she is older. She said, 'Ve have been married 59 years or so, and 
now my husband has come down with a disease. I do not know 
what to do with myself. I do not know how to handle it." 

And so I try to counsel her when I am with her to try to ease 
some of the tension that she is under. That kind of individual, and 
there must be many others, you could not get to this type of hear- 
ing because they cannot deal with just trying to be normal and 
answer questions. This is the kind of thing that hurts really hard 
inside. It is a devastating illness, and it claims two people. That is 
what it does. 

Mr. RiNAux). Okay, thank you very, very much. We deeply ap- 
preciate your testimony, and we are very grateful for your coming 
here today., 

Mr. Hargwood. Thank you. 

Mr. RiNALDO. Our next witness is Thomas Burke, Chief of Staff 
for the United States Department of Health and Human Services 
in Washington. Mr. Burke oversees the administration of all the 
department's programs. He was appointed as Chief of Staff by 
Health and Human Services Secretary Dr. Otis Bowen in January 
of 1986. He is here in that capacity, and also because of the fact 
that he is the coauthor of the Secretary's report to the President of 
the United States on catastrophic health care costs and was very 
instrumental in the drafting of the legislation to implement the 
President's recommendations. 

I should also say that even though Mr. Burke is on the staff of 
the Secretary in Washington, D.C., that he is extremely familiar 
with New Jersey since he is Trentonian— a native of Trenton, New 
Jersey. 

Mr. Burke, you may begin. As I stated to our witnesses before 
your arrival, we have a copy of your testimony and it has been in- 
serted in the record in full. We are giving each witness 10 minutes. 
If you want to summarize your testimony even more, you may. 
Then we will proceed with questions by the Members of Congress. 

You may proceed. 

STATEMENT OF THOMAS BURKE, CHIEF OF STAFF, DEPARTMENT 
OF HEALTH AND HUMAN SERVICES, WASHINGTON, DC 
Mr. Burke. I have a short statement. 

Good morning. Chairman Rinaldo, Congresswomen Roukema 

Mr. Rinaldo. Mr. Burke, unfortunately with that microphone, 

you have to pull it very, very close to you. Otherv/ise, people 

cannot hear you. 
Mr. Burke. Is that better. 

Mr. Rinaldo. I think it should be if you talk directly into it. That 
seems to be better. 

Mr. Burke. I am pleased to be here today to talk on an issue 
which has been at the top of the President's and Secretary Bowen's 
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agenda; how to protect our elderly against the devastating effects 
of catastrophic health care. 

The subject of today's hearing is one which I know is of utmost 
mutual concern. I commend you, Chairman Rinaldo, for your lead- 
ership on this issue and your concern for the elderly of this nation. 

Be it through our personal experience or those of family or 
friends, we certainly have seen how devastating illness can destroy 
the financial security of a family. 

President Reagan deserves the thanks of all Americans for recog- 
nizing this need. He has long been a supporter of catastrophic cov- 
erage; first as governor of California, now as president. Without his 
leadership, I doubt we would be having these discussions. 

In the President's State of the Union address in 1986, he directed 
Secretary Bowen to report to him options on how the private sector 
and government can work together to address the problems of af- 
fordable insurance for those whose life savings would otherwise be 
threatened when a catastrophic illness strikes. 

After ten months of in-depth study, we brought together the best 
minds we could in the United States— 70 people from the depart- 
ment participated in it, and the Secretary issued his report on cata- 
strophic health expenses. The report presented options on how to 
provide protection against a catastrophic event for three groups of 
people: the elderly facing acute care expenses; the elderly facing 
long term care expenses; and the general population under 65 
facing expenses associated with a catastrophic health event. 

In this year's State of the Union address, the President endorsed 
the concept of catastrophic illness coverage and said he would 
shortly transmit the necessary legislation to Congress. I am here 
today to discuss that legislation which the President transmitted to 
Congress. 

On February 25, Republican Leader Bob Michel introduced the 
President's proposal, H.R. 1245, the Medicare Catastrophic Illness 
Coverage Act. We thank the chairman of this morning's hearing 
for his support and primary cosponsorship of this measure. We 
would also like to thank Congresswoman Roukema and Congress- 
man Saxton for the "Dear Colleague" letter which started a ground 
swell of support on behalf of Secretary Bowen's proposal from both 
sides of the aisle, it was ^'ery timely and very important. 

Of the more than 31 million elderly Medicare beneficiaries, about 
1.4 million will incur personal costs for acute care services of 
$2,000 or more in 1988. This will be a heavy burden for those living 
on $7,000, $8,000, $10,000 in Social Security benefits. 

Virtually all elderly have acute care insurance protection under 
Medicare. Nearly two-thirds also have private supplementary in- 
surance called medigap. But there are still significant gaps in cov- 
erage. 

As you are aware, the number of hospital days Medicare will 
cover is limited; after 60 days, a Medicare patient must begin to 
make increasingly costly payments. There is also a required 20 per- 
cent co-payment on all physician services covered by Medicare. 

Medigap insurance helps the 65 percent of the elderly who buy 
it. But even with medigap, an individual may face significant out- 
of-pocket costs. The state-operated Medicaid plan may also help 
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with about 13 percent of the elderly, but there are limits on the 
kinds of services provided. 

The President's plan would improve catastrophic protection for 
the elderly facing acute care expenses. Under the plan, the elderly 
would receive catastrophic health care coverage under the Medi- 
care program. Medicare would be restructured to provide for cover- 
age for those who incurred out-of-pocket costs in excess of $2,000 a 
year for Medicare-covered services. This coverage will be made 
available for a small additional monthly Medicare premium. The 
premium will be set annually in order to maintain budget neutrali- 
ty in the Medicare program. 

I would now like to outline the key features of the President's 
bill. 

The President's bill is simple and direct. It provides peace of 
mind to beneficiaries for a modest premium that is paid by ail 
beneficiaries, all 31.5 million. Finally, it is structured to be budget 
neutral. 

Let me elaborate briefly on each of these points. 

First, it is simple and direct. Since its inception the Medicare 
program has had a benefit package that has been close to incom- 
prehensible for many of our beneficiaries. Hospital benefits were 
tied to a ''spell of illness" concept and the amount of cost-sharing 
varied depending on the day of hospital stay. 

The Presidents bill simplifies the Medicare benefit package. Hos- 
pital cost-sharing beyond two deductibles in a calendar year is to- 
tally eliminated. The President's bill also removes the confusing 
spell of illness concept— a limited hospital benefit— and replaces it 
with a hospital benefit for unlimited acute care benefits for covered 
services. Catastrophic protection is provided and financed in a 
direct and understandable fashion. 

Second, it provides peace of mind. Under current law. Medicare 
requires the greatest cost-sharing from beneficiaries with the most 
serious health problems. Beneficiaries faced with serious acute ill- 
ness have to worry about not only their recovery but also about 
how their illness will impact on their financial well being. Secre- 
tary Bowen has said a number of times that the elderly have to 
worry about their health and their finances and about which one 
will run out first. 

Under the President's catastrophic bill, all this is changed. Bene- 
ficiaries will have the peace of mind of knowing that their total co- 
payments and deductibles cannot exceed $2,000 in 1988 or its equiv- 
alent in future years. 

Third, the program is financed by low premiums with the burden 
shared equally. Under the President's plan, the cost of the cata- 
strophic benefit is shared by all 31.5 million beneficiaries. Benefici- 
aries will be able to purchase financial security from the devastat- 
nig impact of acute catastrophic illness for a reasonable monthly 
premium. The price tag for an individual beneficiary is low because 
all can benefit from the group's large-size and the low administra- 
tive costs of the Medicare program. Medicare -^ays out 98 cents on 
every dollar that it receives in benefits. 

Fourth, the proposal is budget neutral. If you examine the Presi- 
dent's proposal, you will find that all of the costs of the catastroph- 
ic benefit— the program payout after a beneficiary meets the cap, 
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the cost of the restrujtured Part A benefit, the catastrophic-related 
administrative costs, and any lost income due to the ' hold harm- 
less" provisions embodied in our bill — all are included in the cata- 
strophic premium. 

The premium needed to finance the catastrophic benefit will be 
recalculated annually by Medicare's actuaries, and the discipline of 
an actuarially-determined premium and a separate accounting 
system will ensure that the new catastrophic benefit remains self 
financed and budget neutral. 

I also want to talk about an additional feature of the bill, for 
which we are soliciting Congress' support— this is the carryover 
provision. 

As you know, the major expenses of illness frequently do not fall 
neatly into one calendar year. For example, an elderly beneficiary 
can be hospitalized in Etecember and run up large out-of-pocket 
costs. Without some carryover in the next year, he could incur an- 
other large catastrophic expense in Januarv. The President pro- 
posed to better protect the elderly against arbitrary, but large, out- 
of-pocket costs due simply to the unfortunate timing of illness. 

Precisely because such a provision protects Medicare benefici- 
aries more completely and fairlv, it is somewhat costly. We have 
estimated that it will increase trie cost of the premium by 35 per- 
cent to provide that coverage in the package. However, we are 
working with congressional staffers. We think there are different 
ways of configuring it so we can get that cost down. 

The carryover provision is just one of many ways to reduce the 
possible arbitrariness of an annual accounting period. There may 
well be other approaches which provide this type of protection at a 
more reasonable cost, and we are going to be looking at them. 

I hope that Congress will give older Americans that last full 
measure of security, to provide a health insurance plan that fights 
the fear of catastrophic illness. We do, however, urge the Congress 
to proceed with caution. The problem is important, complex and 
potentially costly to solve. It is important that we not create new 
problems nor aggravate old problems while solving this one. For 
example, only yesterday the House Ways and Means Subcommittee 
approved by a nine to two vote the Stark/Gradison catastrophic 
health bill, which in many ways is very similar to the President's 
bill. There is, however, one key difference. And the difference in 
the Stark/Gradison plan is that it is financed by an additional tax 
on the actuarial equivalence of the Medicare benefit. Thb± financ- 
ing mechanism passed by a one vote margin. Will be revisited in 
full committee. 

Unlike the President's proposal to create a self-financed insur- 
ance program, the Stark/Gradison bill falls short because it would 
impose a new tax and would not necessarily be budget-neutral. The 
President has consistently voiced his opposition to new taxes. 

We have other concerns with this financing mechanism, such as 
the equity of the concept. The catastrophic benefit would be fi- 
nanced by a tax that would only impact one-third of America's el- 
derly, and we do not, frankly, believe this is fair. 

In closing, Mr. Chairman, let me thank you and the other mem- 
bers here today for furthering the public dialogue on this pressing 
issue. It is clear there is a consensus across the nation that we 
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must now take action to remove the elderly's fear of financial ruin 
due to an acute, catastrophic illness. Your hearing will help move 
us one step closer to that goal. At this time, I would liko to respond 
to any questions you may have. 
Mr. RiNALDO. Thank you, Mr. Burke. 

Let me just begin by saying that the Stark/Gradison Plan, as I 
mentioned earlier, and as you alluded to, will cost those elderly 
paying income taxes an additional $300 to $500 each year according 
to the estimates we have received. 

Sav that plan does get to the point where it passes both Ho- ses. 
If asked for a recommendation by the Administration, bv the Presi- 
dent, would you recommend a veto of that particular plan because 
of the financing scheme? 

Mr. Burke. I think in answering that question, I would have to 
say that the linchpin of the President's proposal is budget neutrali- 
ty. To the extent that it is budget neutral — and there is some ques- 
tion about that— I would think the President would be favorably 
disposed, but I cannot speak for the President of the United States. 

Mr. RiNALDO. I understand. 

Mr. Burke. I would add one thing, however. That the financing 
mechanism is the most vulnerable part of this. I sat through the 
subcommittee markup all day Wednesday, and the financing por- 
tion of that bill is definitely going to be changed in full committee. 
My staff informs me that on the Senate side, they are going to 
come with a premiimi-oriented approach. 

I think what you are looking at with the Stark/Gradison bill and 
the President's proposal are the boundaries of a proposal. I think it 
is quite problematic, in my own judgment. The final bill which 
emerges from the Congress and goes to the President will probably 
encompass both a tax and a premium approach to pay for the cata- 
strophic coverage. 

Mr. RiNALDO. For the benefit of the people who are here, I think 
you should recognize that the plan only passed one subcommittee 
m one of the Houses. It still has to pass the full committee, and the 
subcommittee and Aiil committee in the Senate, and then any dif- 
ferences in the two bills have to be reconciled before it goes to the 
President. 

But this bill shows that Congress is working. It shows that this 
particular type of legislation does have a high priority. As I men- 
tioned earlier, I do not favor increasing anyone's income taxes any 
higher than they already are. I do not think we need any more 
taxes, and I am pleased tl.at Mr. Burke has responded that in his 
judgment this is going to be changed before the bill goes much far- 
ther. 

Let me ask another question: Among the costs commonly in- 
curred by the elderly, in this State, in this district, by people in 
this very room, by members of my own family, are the purchase of 
prescription drugs, eye glasses, hearing aids, things of that nature. 
These expenses can have a substantial impact on a fixed income. 

Are such costs counted toward the $2,000 limit? 

We looked at a number of options, including that. One of the rea- 
sons that they are not included in the bill is that they are expen- 
sive. Additionally, we have some technical reasons: there is no good 
data base that could tell us what we would be locking at in terms 
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of cost far as setting a premium. We have no data in Washington 
on prescription drugs because Medicare does not cover them. We 
feel if you did cover them, however, the premium would probably 
be prohibitively high. 

We realize that the next item that probably will go on the board 
for consideration is drug expenses. One percent of America's elder- 
ly account for 15 percent of the drug expenses, and 6 percent ac- 
count for a third. 

In a survey it took, the AARP has found that the single most im- 
portant element that was excluded from the benefit package was 
drugs. I think of two reasons why it is not included in the package. 
We could not estimate the cost. We did not know what it would 
cost. We could not factor that into the premium; and secondly, this 
is not the right time to be proposing new benefits in the Medicare 
program. 

Mr. RiNALDO. At I mentioned earlier, there are about 15 plans 
already introduced in the Congress. Congressman Pepper has intro- 
duced a plan that would not only cover prescription drugs, eye 
glasses, hearing aids, but also long term home health care and 
nursing home care. 

Could you give us your view of that bill and the costs of that par- 
ticular plan and he / they would be met? 

Mr. Burke. That bill scares me and it scares me for this reason. 
In 1979, we came very close to getting this additional coverage. 
There was a Durenberger-Dole-Domenici-Danforth bill, and it was 
hotly debated. Passage looked imminent, but more and more items 
were added to the bill. And, here we are in 1987. We have nothing. 

I think that the price tag associated with Congressman Pepper s 
bill is incredibly high and not affordable at this time. We estimate 
that if long-term care alone were put into the Medicare program 
now, in 1987 dollars it would cost $100 billion by the year 2020. I 
think before we go down that road there are other options that 
need to be looked at— private sector options, some innovative fi- 
nancing options which are laid out in our report to the President. 
The Treasury Department is now studying this. These things de- 
serve a study before we get in^o what is not strictly a health issue. 

Mr. RiNALDO. Is there tlie possibility, if a plan of that type were 
passed by the Congreso, that it would be vetoed by the President 
because of the inability to pay for it? 

Mr. Burke. Let me answer that by saying 

Mr. RiNALDO. Or because of costs? 

Mr. Burke [continuing]. I have spent much of the last two weeks 
on both the House and the Senate sides, mostly on House. I think 
the chance of a plan like that getting passed is nil, almost zero. 

Mr. RiNALDO. Well, then what are your recommendations for 
people like Mr. Hargwood? I know you did not hear all of his testi- 
mony. He was our first witness. He has already faced catastrophic 
cost for long term care. 

Do you foresee any hope for people in his position? Do you fore- 
see any hope for covering victims of Alzheimer's? 

Mr. Burke. I believe the Secretary, myself and others were 
greatly concerned about long-term care. As you know, we had as 
part of the department's report a private-public sector advisory 
committee. We had two New Jerseyians, Jim Balog from Spring 



ERLC 



22 



Lake, and Mayor Rafferty from Hamilton, on that committee. They 
held hearmgs throughout the United States on the issue of cata- 
strophic msurance. The paramount concern of America's e. ^erly, 
was and still is long-term care. 

We have put forth in the secretary's report some very real steps 
that can be taken to provide assistance for long-term care. 

We also realize the fact that if we do not begin to do something 
now, with the greying of America, there is going to be an ava- 
lanche of elderly citizens in 25 years when the baby boom becomes 
an elder boom. Then, the problem is going to be too massive to take 
care of in one or two or three years with a quick fix. 

We should begin now. In our report to the President we laid out 
a senes of steps that should be taken now: individual roedicai ac- 
counts; changing the legislative prohibitions for providing long 
term care insurance at reasonable rates; and giving people not tax 
sheltered, but tax-free, opportunities to put away funds such as 
$1,000 a year as they do on life insurance policies. Tliey could then 
collect on this if they need to go into a nursing home. But if they 
do not need to go into a nursing home and they die at age 68, that 
money reverts to their estate. 

So there are a lot of creative, I think innovative, approaches in 
our report. We are now working very aggressively with Treasury to 
flesh out the costs underlying these approaches and what actions 
need to be taken. We hope later on this year to go forth with a leg- 
islative proposal in this area that would help people like Mr. Harg- 
wood. ^ 

I do not believe the answer though is a massive infusion at this 
time of more Federal monies that are not there. As I testified 
Monday before the iVays and Means Committee, the ways are far 
exceeding the means these days in Washington. 

Mr. RiNALDO. Thank you very much, Mr. Burke. 

My time has expired. I now recognize Congresswoman Roukema. 

Mrs. Roukema. Thank you, Mr. Chairman. 

I want to go back, Mr. Burke, over the distinctions between the 
plan that Secretary Bowen and the President have proposed, and 
the one that the Ways and Means Committee took up yesterday. 

As you know, I am an original cosponsor of Dr. Bowen^s and the 
President s proposal. 

Mr. Burke. Yes. 

Mrs. Roukema. And I think it is a fine one. To repeat for the 
audience, it is the one that sets forward a premium, pay as you go 
if you will, for a catfustrophic insurance coverage that is very eco- 
nomical, about $60 or $75 a year. There would be really excellent 
coverage for hospital costs. 

Now we have the Ways and Means proposal which brings in an 
entirely different question as to how you pay for it. It provides the 
same assurance and peace of mind, but they do it by taking a de- 
parture from the premium module by taxing the actuarial volume 
of the benefit. We will not go into how the finances work, but let 
us suffice it to say that if the New York Times report is correct, it 
Jlc^AAA^^^^ P^P'® ^ taxable income of $10,000 to 

$15,000 a year would pay $140 for this coverage per year. People 
between $15,000 and ^20,000 of taxable income would pay $169 a 
year. And those with incomes that are higher, for example, $30,000 
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to $50,000 would pay about $300 a year in taxes, new taxe^ And 
for higher incomes, it would be about $425 a year. 

Mr. Burke. AnH it goes up to $500. 

Mrs. RoUKEMA. Pardon me? 

Mr. Burke. And then it goes up to $500. 

Mrs. RoUKEMA. And it goes up to $500. Well, from what you can 
see is happening here is what we are getting into is an entirely dif- 
ferent philosophy as to how to pay for these benefits. 

Do you thirk that their figures are correct? And why did .ou 
and the President determine not to go to a new tax formula? I 
want to get that very clearly on the record here because this will 
be the crux of th argument in Congress, and I think these people 
should know what the dollar figures are that are involved. 

Mr. Burke. The subcommittee chairman and staff have admitted 
that die numbers are not going to be right the first year. They are 
ccoing to be off by $800 million, but over three years it averages out. 

'niere are a number of reasons we did not go that route. Number 
one, the proposal which they have basically says that the value of 
the Medicare benefit is worth $2,000 to you mdividuals, because 
that is basically what it would cost them. So, the government will 
add $2,000 to an individual's Income tax then at the applicable 
rates. 

As the value of the Medicare benefit goes up with time due to 
i*iflation, the tax is going to go up in time. But even in the first 
year, their proposal will bring on to the tax rolls 2 million elderly 
who now pay no taxes. They will begin to pay taxes. That is part of 
the reason we did not like it. Because of the President's very strong 
feelings about tax increases, it would have never gotten approved 
by the White House. 

The other reason is that we do not look at Medicare as a welfare 
program; it is an entitlement program. Our premium is spread over 
very large numbers so that it is kept low and it does not matter if 
an individual is medically indigent. He or she is still entitled to 
Medicare. No one is turned away because he or she has AIDS or 
cancer or anything; ,\iey are all covered. We are covering the 
entire Medicare population for a verv modest premium, and we 
think the vast majority of America's elderly can afford $6 a month. 
That is you can buy this coverage for the price of a carton of ciga- 
rettes. It is not gomg to be free to some people and cost more to 
others, with one-third of the people paying for the benefit of all, as 
in the Ways and Means Bill. 

Mrs. RoUKEMA. Mr. Burke, I do not want to be difficult for you. I 
think you havt nven an excellent answer, and I do not want to put 
vou on the spot, but I have to ask the devil's advocate question. 

Why should someone who has an annual income of $50,000, 
$100,000 or more have to pay only the same premium as someone 
who has an income, a taxable income of some place between 
$15,000 and $30,000? That is the question you are going to be asked 
over and over again, and that I am going to be asked over and over 
again. 

How do you respond to that question? 

Mr. Burke. That is an easy one. I have no objection to an 
income-related j^^remium. And I do not know if the Adniinistration 
would necessarily oppose it. We proposed it in 1982 with the tax 
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cap and it did not go anywhere. At least was proposed. It did not 
go anywhere primarily because of a certain senator who chaired a 
certain committee in the Senate— one who we all know. 

If you want to do income-related premiums, that is fine. But why 
choose the catastrophic addition to the Medicare program to do it? 
If you are going to income-relate the premiums for Medicare, then 
do it, but do it for the whole program. Do not do it for something 
that represents less than 10 percent of the program. 

Mrs. RouKEMA. Mr. Chairman, I hope f am not going over my 
time, but I do have one more question. 

Mr. RiNALDO. Sure. 

Mrs. RouKEMA. And that is related to the home health care bill 
that I have introduced and other proposed home health care pro- 
grams. 

Mr. Burke, do you and Dr. Bowen and the President see home 
health care as a legitimate component add on to your proposal, and 
perhaps one tnat goes hand and glove if we maintain a pay-as-you- 
go approach, but extend home health care to a more reasonable 
time, say 60 days with a 30 day add on for assistance and aides in 
the home? 

Mr. Burke. As you know, that is a feature of Stark/ Gradison. 
There are three additional add-ons to Stark/Gradison: home 
health, elimination of the rhree-day prior hospitalization stay for 
skilled nursing facilities; and an increase from $250 to $1,000 on 
the cap for mental health benefits. 

Mrs. RouKEMA. Yes. 

Mr. Burke. Dr. Bowen has always advocated that care should be 
Provided in the least restrictive environment, and he is in favor of 
1 w u^^ belj^ve that would be at all inconsistent with our pro- 
posal. We have, in fact, waived in our proposal all co-insurance on 
home hea th, and in the Stark/Gradison bill there is an additional 
home health component. So we are in favor of it and I think that 
he has always said that we should provide care in the least restric- 
tive environment. 

Mrs. RouKEMA. Thank you. 

Mr. RiNALDO. The gentlelady's time has expired, and I now recog- 
nize Ck)ngressman Saxton. 
Mr. Saxton. Thank you. 

Mr. Burke, just for the record and so that no one leaves here con- 
tused today as far as the Secretary's plan is concerned and the 
parts of it that the President has endorsed, would you explain to 
the panel and the audience what it is that is covered and what im- 
portant parts of long term care are not? 

Mr. BuRffls. The current Medicare benefit provides for a first day 
deductible, $520 this year, and then you receive unlimited care for 
bO days. You pay one-fourth of the cost of a day of care for days 60 
through 90. From days 90 through 150, you pay half of the care. If 
you are in the hospital over 150 days, you are at risk for all of the 
costs. 

The Medicare benefit package pays for physician fees. It does not 
pay for drugs, eye glasses, dental, or vision care. We had not pro- 
posed any new additions to the Medicare benefit package. 

The President's proposal would elin:*nate all cost-sharing on in- 
patient hospital stays. So if you were in the hospital 365 days, you 
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would pay for one day, the first one. And if you happened to be 
admitted five times, the most you would have to pay would be two 
deductibles, then you are totally at risk, and they would count 
toward your $2,000 cap. 

Mr. Saxton. Okay, you are saying that if an individual were ad- 
mitted to the hospital, he would have the first day's coverage as his 
or her responsibility. 

Mr. Burke. That is correct, as it is now. 

Mr. Saxton. And there would be some additional co-payment up 
to $2,000. 
Mr. Burke. Not in the hospital. 

Mr. Saxton. Not in the hospital. So he would have the first day's 

coverage of 

Mr. Burke. Five hundred and twenty dollars. 
Mr. Saxton [continuing]. $520. 

Mr. Burke. Which counts towards the $2,000 catastrophic cap. 

Mr. Saxton. And if he or she were unfortunate enough to have 
to stay in the hospital for a full year, there would be no additional 
hospital costs borne by the patient; is that correct? 

Mr. Burke. That is correct. 

Now in addition to that, if you went into a skilled nursing home, 
there are co-insurances on nursing home days. Those would also be 
eliminated, all co-insurances. 

Mr. Saxton. Can we stay with nursing home care for just a 
moment. 

Mr. Burke. All right. 

Mr. Saxton. Can you explain to us exactly what the provisions 
are for coverage in nursing home care? 

Mr. Burke. Medicare covers only skilled nursing care. There is a 
co-insurance for each day of care after the 20th day, and you are 
limited to 100 days per benefit period. It is a restricted benefit, and 
there is a co-insurance associated with it, that gets steep over a 
long stay. The coinsurance is set at l/8th of the hospital deducti- 
ble, or about $65 a day this year. 

Under our proposal, if you were into a skilled nursing facility, 
there would be no co-insurance imposed. 

Mr Saxton. And how long would one be able to stay in a skilled 
nursing facility? 

Mr. Burke. As long as allowable under the current Medicare 
benefit. 
Mr. Saxton. Which is? 

Mr. Burke. We are not proposing any extensions of 

Mr. Saxton. Which is what? 

Mr. Burke. I believe it is 100 days with co-insurance beginning 
oin the 21st day. i mi j 

Mr. Saxton. So one could conceivably be covered in a skilled 
nursing home setting for up to 100 days. 

Mr. Burke. I believe that is correct. 

Mr. Saxton. Are there any other additions to the current Medi- 
care package through the President's proposal? 

Mr. Burke. The other feature is that you are at risk now under 
Medicare Part B for a $75 deductible, and then 20 percent of the 
Medicare allowable charges. 



ERLC 



26 



When these charges have accumulated, plus let us say a hospital 
deductible, and you hit $2,000 out of picket, you incur no costs 
whatsoever for going to the doctors, or anything else that is cov- 
ered under Medicare; i.e., durable medical equipment. 

Mr. Saxton. All r^ht, if I may, you have I think described three 
significant changes to the Medicare package that we currently 
have: A longer stay in the hospital with only one day payment; 
same amount of coverage for nursing home care except without co- 
payment; and a maximum of $2,000 per year physician's co-pay- 
ment. 

Mr. Burke. Ck)rrect. 

Mr. Saxton. Is that correct? 

And how much does that cost the consumer every month? 

Mr. Burke. We have estimated that if it were enacted this year, 
the premium would have been, as Dr. Bowen has— $4.92. If it is en- 
acted next year, the cost will go up to $5.83. It seems like a big 
jump. Part of that big jump is due to the fact the $2,000 cap was 
supposed to be indexed each year for inflation. When we put the 
bill in, we forgot to index it the first year, so there is going to be a 
$2,000 gap again in 1988. 

Mr. Saxton. What you are saying then is all of that additional 
coverage that you described can be obtained by a Medicare enrollee 
for somewhere between $60 and $75 a year. 

Mr. Burke. Right. 

Mr. Saxton. Thank you, Mr. Chairman. 

Mr. RiNALDO. Thank you, and I certainly want to thank Mr. 
Burke. I know how busy you are and we appreciate your taking 
time out to come up here from Washington. 

Mr. Burke. My pleasure, CJongressman. 

Mr. RiNALDO. Cur final witnesses will form a panel. On the panel 
will be Mr. Thomas Brown, who is the Vice President of Overlook 
Hospital, accompanied by Elana Zucker, the Director of Communi- 
ty Nursing for Overlook Hospital; Evelyn Savage, the Director of 
the Somerset Hills Visiting Nurses Association and the president- 
elect of the Home Health Agency Assembly of New Jersey; and Mr. 
William Matusz, the Direct'^r of the American Association of Re- 
tired Persons Operations for the Prudential Insurance Company in 
Montgomeryville, Pennsylvania. 

I have been handed a note that the folks from Overlook are on a 
tight schedule and have to leave very shortly. 

Mr. Brown. Yes. 

Mr. RiNALDO. So if it is all right with my colleagues, what I 
would like to do. is have both of you testify first. If we have any 
questions, we will ask you and then you may be excused and we 
will go to the rest of the panel. 

Mr. Brown. Yes. 

Mr. RiNALDO. Let me say to all of the witnesses that your entire 
written statements will be placed into the record in their entirety. 
If you would like to summarize your testimony in the interest of 
time, that is certainly acceptable. We will begin with you, Mr. 
Brown. 
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STATEMENT OF THOMAS BROWN, VICE PRESIDENT, OVERLOOK 
HOSPITAL, SUMMIT, NJ, ACCOMPANIED BY ELANA ZUCKER, DI- 
RECTOR OF COMMUNITY NURSING, OVERLOOK HOSPITAL 

Mr. Brown. I am Tom Brovm, Vice President of General Services 
at Overlook Community General Hospital which, as many of you 
know, is a hospital of about 600 beds. I am appearing before your 
committee on behalf of our President, Mr. Tom Foley, who truly 
regrets he has not been able to be here, but he is part of the 
crunch of schedule that we have to face in a few minutes. 

We are ^so here on behalf of the New Jersey Hospital Associa- 
tion. 

It is a pleasure to be here and to have a part in the establish- 
ment of a new and landmark piece of legislation. 

Catastrophic illness and its effects on the general population are 
far-reaching problems and ones which touch upon hospitals, tax- 
payers, patients and their multigenerational families. The cata- 
strophic illness coverage that has been proposed will affect our 
New Jersey hospitals somewhat differently than it may many hos- 
pitals in other states. 

New Jersey hospitals operate under a waiver, exempt from the 
Federal Diagnosis Related Group, that is the D.R.G. system of re- 
imbursement. The New Jersey system is an all-payer D.RG. system 
which reimburses hospitals at the prevailing D.R.G. for bad debts 
incurred through the care of the indigent patient. This is termed 
the uncompexisated care pool. 

This system provides an incentive for all hospitals tc care for the 
indigent and, frankly, discourages dumping of patients onto munic- 
ipal or inner-city hospitals. Interestingly enough, although this 
system was viewed as radical when it was first introduced, it is the 
same system that is now being advocated by many throughout the 
United States. 

It is by virtue of the New Jersey waivered system that New 
Jersey may be more successful than most in being able to provide 
the quantity and the quality of the care of the elderly beneficiaries 
that is required in an acute care setting. And as was mentioned 
before, the uncompensated care pool in New Jersey is in excess of 
$250 million. 

Although New Jersey hospitals are proud of their excellence in 
delivering health care, they could be providing an even more in- 
tense and higher quality of care to elderly residents and their fami- 
lies if they had some respite from the maze of various federal regu- 
lations by virtue of a new catastrophic illness coverage program. 

Additionally, it is not conceivable to think that New Jersey 
would be able to absorb the care of the indigent and the cost of cat- 
astrophic illness for an indefinite period of time. We really do need 
help and respite from this enormous responsibility. 

It is interesting to note that in the New York Times of March 29 
of this year, a front page article discussed how some states are 
making profits. New Jersey, however, was not one of them. As you 
see. New Jersey absorbs the cost of its care for its citizens on a 
statewide basis. 

In order to maximize the tiine and efficiently use the D.RG. pay- 
ment of patients in the hospital, there must be a careful use of 
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time and resourc^. We at Overlook, for example, begin the process 
of both coordinating internal resources and planning for the pa- 
tient's discharge on the very day a patient is admitted. On an in- 
ternal level, criteria has been established to target high risk pa- 
tients over 65 who may necessitate the use of extensive resources 
which includes both people resources and equipment resources. 

This planning for discharge of the patient dovetails with the 
acute plan of care and endeavors to extend the patient's care either 
at home, or in a less acute facility. Although the patient is in the 
hospital for a short time on average, the hospitals are morally 
bound to plan for this patient when he leaves the institution to 
return to his community. Simply put, this process translates into 
''What needs to be done for this patient within the framework of 
the admitting D.R.G." is indeed done. 

In order to care for patients and their families when they have 
liinited resources. Union County health agencies, under the leader- 
ship of the Union County Office on Aging, have banded together to 
maximize both monies and resources. 

Additionally, individual agencies and hospitals must raise monies 
from local communities to fund post-hospital care. Without this 
care, the patients would deteriorate and return to the hospital. 
More and more, it has fallen to these local communities and grass 
roots organizations to fill in the "cracks of care" and to prevent 
family deterioration while caring for a patient whether it be a 
short-term catastrophic illness or indeed a long term catastrophic 
illness. One wonders how long can these local governments and the 
communities absorb this ever increasing cost, and the burden? 

It does seem that with increasing health costs, the increasing 
longevity of the country's elderly and the shrinking entitlement 
programs, fewer and fewer people are being served; but more and 
more are in need of both short-term assistance as is proposed, but 
more importantly, of long term help as well. 

The proposed catastrophic coverage will mean that New Jersey 
hospitals would not be saddled with the entire burden of those 
Medicare beneficiaries who are unable to meet their deductibles 
and whose debts are now absorbed by the uncompensated care pool. 

Haying given you this brief, but broad overview of this present 
situation, we would like to share some thoughts on our perceptions 
of what we feel should be included in a catastrophic illness cover- 
age. 

I am going to cut quick here and go right to the heart of the 

matter which is the five suggestions that we 

Mr. RiNALDO. Fine. 

Mr. Brown. Number one, we would suggest a clearer and broad- 
er definition of the term "catastrophic". We feel this must be made 
and it must be very clear. I am not sure actually why the original 
draft of the bill in question refers to a "catastrophic illness" only 
as an acute happening. We submit that a long, debilitating disease, 
such as Lou Gehrig's Disease, or as was mentioned earlier this 
morning, Alzhelrier's Disease, is indeed a catastrophic happening 
and could decimate a family, as we have already found out, if sev- 
eral of families are forced to assume the care of their loved ones 
while at the same time stripping themselvec of their own savings. 
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For example, what would happen when a patient dies and the re- 
maining family meirbers have no savings left for their own care? 
Eventually, this second generation would then require financial as- 
sistance. 

Additionally, this definition of ^^catastrophic'* must be consistent 
from state to state, and not subject to individual interpretation. 

Two, catastrophic insurance should be an extension of present 
federal coverage and not a shifting of monies from one type of cov- 
erage to another. When costs are calculated, it would be wise to 
review not only the actual cost of the patient's bill, but also the 
cost of his illness as it relates to his family. One would want to 
know if a family member had to quit a job to care for this patient. 
One would want to know if someone had to build an addition on to 
their home to care for a patient. It really does not make sense to 
bankrupt one generation in order to care for another. 

Three, some type of coverage must be provided after the acute 
care phase is over; or, as has been said before, the patient or even 
conceivably members of his family will surely deteriorate and then 
could require more hospitalization. The cost of this additional hos- 
pitalization will be borne by the catastrophic illness benefit, the in- 
dividual hospital or the patient himself. 

Along this same vein, I would suggest that the private insurance 
companies be given an incentive and an opportunity to participate 
in both the acute care of patients and long term care of the elderly. 

Number four: Communities should be encouraged to pool their 
resources— both financial and human, much as Union County has 
done — to build upon present entitlements, and to maximize the 
continuum of care and to work with the individual families to care 
for their elderly. 

Fifth and lastly, replace the cost-sharing proposal with annual 
deductible and/or a limit of out-of-pocket expenditures. Without 
this limit, it is conceivable that families could impoverish them- 
selves meeting the cost-sharing requirement and lead to multigen- 
erational bankruptcy which we have mentioned before. 

Committee, panel. Congressmen, we thank you for letting us be 
here this morning and Mrs. Zucker is here to participate in the 
questions that you may have. 

Mr. RiNALDO. Thank you very much, Mr. Brown. 

I now recognize Congressman Saxton for any questions you may 
have. 

Mr. Saxton. Mr. Brown, I have just one question. Relative to the 
theme of today's hearing, you touched on many interesting points. 
But could you give the committee a profile of the typical elderly 
individual who, if it were not for the health care provided by vari- 
ous government insurance programs, including Medicare and the 
New Jersey program for uncompensated care. What would incur in 
terms of financial expense to an individual through a large cata- 
strophic acute care problem in terms of finances? 

Mr. Brown. You mean actual figures? 

Mr. Saxton. As close as you can come, or an estimate. 

Mr. Brown. Elana, what do you think? 

Ms. Zucker. I don't think I can give you figures. I can give you a 
typical picture of somebody who would remain, for instance, in an 
acute care hospital awaiting placement in an institution. But we 
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may not be able to find a place for that patient to go. For instance, 
a patient on a respirator may remain for a long length of time in a 
hospital when we could, if there was financing, care for that pa- 
tient at home or in a long term care institution. But they may have 
an insurance policy that only covers them in an acute care hospi- 
tal. That's a wrong allocation of money, I think. 

Mr. Saxton. Is it not true in some cases where there is not an 
insurance policy of some kind that other patients share in the cost 
for those who cannot provide that care for themselves financially? 

Ms. ZucKER. Not directly. In this state, everybody pays the same 
because we are <m all D.R.G. system, an all payer D.R.G. system. 

Mr. Saxton. But those rates are set based upon 

Ms. ZucKER. Yes. 

Mr. Saxton [continuing]. Hospital costs and hospital costs in- 
clude care for so-called indigent people. 
Ms. ZucKER. Yes. 

Mr. Saxton. So those rates would increase. So that one way or 
another we are all going to pay these high costs. 
Ms. ZucKER. Conceivably, yes. 
Mr. Saxton. Thank you. 

Mr. Rinaldo. Let me ask a question concerning Mr. Brown's rec- 
ommendation to provide incentives to private insurance companies 
to participate in a catastrophic insurance program for the elderly. 

How would you suggest that private insurers become involved 
and what type of incentives would you recommend that the federal 
government offer to encourage their participation at a premium 
rate that is affordable to all who want to be included? 

Mr. Brown. I will defer. 

Ms. ZucKER. Some of the ideas that have come to us include pay- 
roll deductions or tax incentives for the employers to help their 
employees with this kind of insurance. One of the things I heard 
yesterday is that one of the reasons that the insurance industry 
does not help with long term care is that they do not have a data 
base of how much it will actually cost. Perhaps the federal govern- 
ment can assist them with obtaining that data base so that they 
can write the policies that would be applicable to this group of 
people. 

Mr. Rinaldo. Everything you mentioned so far though only 
covers people who are working, who are employed. 
Ms. ZucKER. Yes. 

Mr. Rinaldo. Where at least one spouse would have to be em- 
ployed. How about people who are elderly and have already retired 
and no one is employed? 

Ms. ZucKER. I cannot help with that one. 

Mr. Rinaldo. You have no recommendation there. 

Ms. ZUCKER. No. 

Mr. Brown. If I may add, that recommendation was partly trig- 
gered by a program we had at the hospital recently whereby group 
life insurance was offered for our children. It occurred to us that 
there might be some way to induce life insurance companies to pro- 
vide whatever it would be called, medical retirement insurance or 
something like that to much younger individuals rather than wait- 
ing until "65 when we all begin to receive Medicare. It would be 
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kind of interesting and perhaps good practice for individuals to 
start a lifetime savings for catastrophic illness in their early years. 

As was mentioned earlier, the technologies of medicine today are 
such that we are living longer and longer. And the last I recall, the 
fastest growing age group in the United States is over 75. If we can 
encourage our youngsters— our own children— through insurance, 
plan and save early against catastrophic illness expenses, it might 
help alleviate concerns about all the billions of dollars that we are 
otherwise going to spend in 2020. 

Mr. RiNALDO. Well, the committee is looking into a whole variety 
for proposals of that type. But my concern right now is for those 
people who are already retired— the current generation of older 
Americans. 

Under current Medicaid regulations, spouses of individuals need- 
ing care, usually loi^ term care and in particular, nursing home 
care, are forced to spend down almost to the poverty level to qual- 
ify for benefits. 

Mr. Brown. Absolutely true. 

Mr. RiNALDO. And this spousal impoverishment, as you pointed 
out, has a dramatic impact on the entire family. 

How would you suggest that we in Congress correct that problem 
now so we will not devastate future generations to take care of the 
elderly? 

Mr. Brown. I wish I were that smart. 

Mr. RiNAU)0. All right, if you do not have any suggestions, we 
have some ideas. I just wanted to see if you had any. 

Mr. Brown. As they come along. Congressman, we will send 
them to you. We wall write if that is all right. 

Mr. RiNALDO. Well, if you have additional ideas, we will hold the 
record open so that they will be included in the record. 

Mr. Brown. Thank you. 

Mr. RiNALDO. My times has expired. I now recognize Congress- 
man Roukema for any questions she may have. 

Mrs. Roukema. Well, I was going to say I take it that you ap- 
prove of Secretary Bowen's proposal. Dr. Bowen's proposal on cata- 
strophic illness? 

Mr. Brown. Up to a point. 

Mrs. Roukema. Up to a point? 

Mr. Brown. In a very brief sentence, it is not enough. It does 
not 

Mrs. Roukema. If we add the home health care component to it, 
is it enough for a first step this year? 
Mr. Brown. It would surely help, absolutely. 
Mrs. Roukema. With the home health care component. 
Mr. Brown. Yes. 

Mrs. Roukema. Let me ask a question. Of the $250 million in un- 
compensated care that I believe you mentioned that New Jersey 
hospitals incur, half may be attributed to Medicare beneficiaries; 
do I understand that? 

Mr. Brown. Yes. 

Mrs. Roukema. What percentage of that amount would be elimi- 
nated, do you expect, by the Bowen proposal? Any of it? Or would 
that not reach your problem at all? 

Mr. Brown. About 1 percent. 
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Mrs. RouKEMA. What percentage of the amount of uncompensat- 
ed care losses that you incur would be eliminated by the 
Bowen 

Mr. Brown. About 1 percent. 

Mrs. RouKEMA. About 1 percent? 

Mr. Brown. That's $250 million, by the way. 

Mrs. RouKEMA. I am sorry, I meant 250—1 am sorry. 

Mr. Brown. That is all right. 

Mrs. RoUKEMA. We never speak in thousands in Washington. I 
do not know what came over me, but anyway. No, I understand 
that. 

Now I think the question that I have for you, Ms. Zucker, may be 
more appropriately or equally appropriately addressed to Ms. 
Savage. But before you leave I want to give you an opportunity to 
speak to the issue of home health care. 

Under the present Medicare program, there is uncertainty about 
how much home health care is covered. In your experience, how 
long does the average home health care get covered under Medi- 
care presently? What percentage of reimbursement is there, and 
what's the frequency of care for that period? 

Ms. Zucker. It all varies patient by patient. A patient may in 
fact have home health care for as long as the patient "needs it''. 
And this care is still 

Mrs. RoUKEMA. But has not the experience been that that ranges 
from two to three weeks? 

Ms. Zucker. Maximum, probably— I would say in my experience 
in this area, between four and six weeks. 

Mrs. RouKEMA. And how frequent is the care? Is it daily? 

Ms. Zucker. In some cases, but in most cases in my area it prob- 
ably is about three to five times a week. 

Mrs. RouKEMA. Three to five times a week. 

Ms. Zucker. Yes. 

Mrs. RouKEMA. That is one visit from a visiting nurse. 
Ms. Zucker. Or a home health aide, or a therapist. 

Mrs. RouKEMA. Or a home 

Ms. Zucker. Yes. 

Mrs. RouKEMA. And what is the percentage of reimbursement? Is 
it fully reimbursed? 
Ms. Zucker. Yes. 

Mrs. RouKEMA. All right, thank you very much. 

Mr. RiNALDO. I want to thank Mr. Brown and Mrs. Zucker. We 
recognize that your time is limited and you have to leave and we 
will now proceed with the next witnesses. 

Ms. Savage, will you proceed, please? 

Mr. Brown. Thank you much. 

Mr. RiNALDO. You are welcome. 

Ms. Zucker. Thank you. 



ERLC 



36 



33 



STATEMENT OF EVELYN SAVAGE, DIRECTOR, SOMERSET HILLS 
VISITING NURSES ASSOCIATION, BARNARDSVILLE. NJ, AND 
PRESIDENT-ELECT, HOME HEALTH AGENCY ASSEMBLY OF 
NEW JERSEY 

Ms. Savage. Congressmen Rinaldo. members, Mrs. Roukema and 
ladies and gentlemen. I am a member of the Board of Directors of 
the Home Health Agency Assembly as well as the Director of a vis- 
iting nurse agency in Bernardsville, New Jersey. On behalf of the 
more than 941,000 senior citizens in New Jersey who are provided 
community health programs and home health care by a New 
Jersey network of home health care providers, I would like to 
thank you for giving us this opportunity to comment on the role of 
the federal government in meeting the need for comprehensive cat- 
astrophic health care insurance. 

I understand that my report is on file, so I am not going to dis- 
cuss or summarize the various proposals. I think we have heard 
quite a lot about that today, but I do want to say that the potential 
impact of these programs, especially the administration bill, is lim- 
ited in its emphasis on acute care and subsequent costs. 

Only about 800,000 of the 31 million Medicare beneficiaries have 
o'.it-of-pocket medical expenses that will qualify them for this cov- 
erage. This proposal will help less than 3 percent of this country's 
Medicare beneficiaries. 

The catastrophy which most of these proposal address is defined 
in dollars. Again, let me say that that is commendable as far as it 
goes. Any plan, however, which is enacted to address catastrophic 
concerns should be comprehensive and include improved coverage 
for not only acute care, but for chronic, long term illnesses and de- 
bilitating impairments. . 

The fundamental health care need of elderly Americans results 
from costly crre needed from chronic conditions. I think Mr. Harg- 
wood expressed this so eloquently, and in my experience, I have to 
say that he is certainly not alone. He typifies so many caregivers, 
so many families that have faced and are facing the catastrophe of 
long term chronic illness. 

This leads me into addressing the first of the three questions 
which you asked in your letter. I would like to quickly state the 
first question. ^. 

"Under current federal Medicare and Medicaid eligibility and re- 
imbursement policies, are community nursing organizations able to 
provide the quantity and quality of care their elderly beneficiaries 
require? How do community nursing organizations respond to pa- 
tients who require long term care for an illness yet who cannot 
meet the costs? What are the cost/ service limitations faced by 
home health care providers in this situation?" 

To answer the first part of this question, I have to first say No. 
Under current federal Medicare and Medicaid eligibility and reim- 
bursement policies, home health care agencies are not able to pro- 
vide ^he quantity, and therefore, sometimes not the quality of care. 
The Medicare home care benefit does not cover chronic care. We 
have heard this repeated this morning, and I want to emphasize 
that It only covers care for acute conditions where the patient has 
the potential for rehabilitation. The patient must be homebound 
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for the period of time receiving the services, but must, on the other 
hand, on y require mtermittent care, that is less than once a day, 
and usually only three to five times a week 

Medicare certified home health agencies typically provide an 
array of services that include skilled nursing, home health aides, 
Pi^ « speech and occupational therapy and medical social serv- 
ices. However, the important point to remember is that Medicare 
home care coverage is very limited and does not pay at all for 
chronic care which is the disease of the aged. As the population 
ages, and as Mr Brown points out, the over 75 group is the fastest 
growing age group m our United States, the incidence of chronic 
diseases such as strokes, diabetes, arthritis, heart attacks and 
cancer as well as conditions such as Alzheimer's Disease increase 

Federal cost contamment policies have restricted the use of the 
home health Medicare benefit by imposing new,-more stringent in- 
terpretations for determining eligibility. 

For example nurses previously were allowed to make weekly 
visits to pre-fill msulm syringes for blind diabetics living alone at 
heme. Medicare no onger will reimburse an agency for such a 

HS^^^nnLl:^ ^^^^""H P^^^t"^ ^ alone, has 

hoSe P ' °^ ^^''^^ """Sht need to be entering a nursing 

I think I want to emphasize the fact that 

^'"'"'^.'"^•i Savage, I missed that 

last statement of yours. Would you repeat it, please? 

.•f^^' } said that an elderly patient such as the one that I 

ated who no longer can have the nurse fill her syringes on a 
weekly basis, may have to go into a nursing home as an option to 
meet her care needs. 

TlJpr^pTr/Mn'SP'M/" '^^^^^ ^ illustrate my point. 

Sfc ^'^^J^-'^ M Medicare patients and 10,000 Medicaid patients 
being served m New Jereey by Medicare certified agencies. 
JJL year, 1986, New Jersey home care agencies experi- 

enced a 301 percent increase m Medicare claims denied compared 
u^^l ?3r®Tu ^^'^^ y^^f • ^ S^fi^is denial survey, conducted by the 
Home Hea th Agency Assembly of New Jersey, our state associa- 
Toi^'/l''®^rl*^/^ """"ber of claims denied in New 

Jersey based Medicare agencies in 1984 was 19: in 1985, 30- and the 
iVf ^-T ^■^•P''' ^^^"slates into 1^319 feSre S 
Srp«r t .^fu'^^ reimbursement. This is a very, very significant 
increase over the past two years. 

It is very important to understand that these over 17,000 visits 
have already been made to Medicare eligible patients. 

You asked how do home care agencies respond to patients who 
cannot met the cost? There are really two answers to t?iis questTon 
„;Sc -11 K '"Stance, the agency usually does not know that the 
^ "o^'^.o^ered. The visits are made and the patient re- 
ceiyes the care It is only after the fact that the agency is informed 

for the S'" ^""^ ^^'^ ^^^^ ^'■^ ^""^ ^ reimbursed 
In the last year, implementation of the Medicare home care reg- 
uktions have been like quicksand, flo matter how hard you try to 
get a firm foot, the foundation beneath keeps shifting and swallow- 
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I started in the home health care field in 1965, which was the 
year the Medicare legislation was enacted, and I guess I have 
changed and aged in those years as the Medicare program has 
changed. But I must say in the last year, I have seen such restric- 
tions as I have never seen before in my experience. 

When we look at free or uncompensated care, you must realize 
that care is never really free. It has long been part of the history 
and mission, and I must say the pride of community nursing serv- 
ice to provide no-fee care for those who cannot pay for it. However, 
somewhere the care must be compensated; it must be underwrite 
ten, and somehow. The staff nurses, the home health aides, all of 
the therapists who provide the direct service are salaried or under 
contract and they must be paid. Nursing visit bags contain an 
array of disposable and portable equipment which are tools of the 
nursing profession and practice. These must be purchased. They 
are not free. And there are many overhead costs also which I do 
not want to get into. It would be too lengthy. 

But my point, and also my second response to that part of the 
question about meeting no-fee patient care, is that we, the agen- 
cies, are underwriting the cost of this care through our own fund 
raising efforts. These fund raising efforts take a lot of time, creativ- 
ity and hard work, but almost every Medicare certified agency in 
New Jersey has raised a fund of monies which covers care for no- 
fee patients. 

However, managing this fund has become a see-saw. As more 
and more claims for patients whose care we expected that Medi- 
care would cover, have been denied, they draw on this pool of 
monies that have been set aside for no-fee care. As a result, pa- 
tients who have no other source of income or reimbursement are 
being forced to compete with the Medicare patient for a piece of 
this visually very small no-fee pie. 

Let me close my portion of this response by saying that many 
agencies today are in financial difficulty, and even as we sit here, a 
number of good, well established community nursing service agen- 
cies are in danger of going bankrupt and being forced to close their 
doors on the very people who need their help so badly, the indigent 
and the aging. 

I would like to move on now to the second and third questions 
and address them together. You have asked what are the essential 
components of a catastrophic health care plan. What kinds of serv- 
ices will result in catastrophic costs and what is the most appropri- 
ate for for the federal government to play? 

I think that the essential componente of a catastrophic health 
care plan should include at least the following: 

Provisions for acute extended hospital stays; the incorporation of 
comprehensive coverage of out-patient skilled nursing facility and 
chronic care home care benefits; a provision which allows the pa- 
tient and family a choice of care settings with incentives to use the 
least restrictive environment appropriate for the level of care;^ a 
limit on the annual out-of-pocket expenses which may involve ''le 
development of some regulatory price setting or prospective pay- 
ment sj^tems in order to effect cost controls; a mechanism to ad- 
dress and air public opinion on the ethical issues of health care; 
and development of a comprehensive screening process tool and 
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SSy.^^""^"^ ^ determine appropriate care and insure 

Dll;ta'i!l^rp«te «PP™P/«^ "^^fo'- the federal government to 
play to address the need for comprehensive affordable catastroohic 

mSalS'Si^Sc^s:' '''"^'^ ar.? coo'dSS'if 

The National Association of Home Care has designed a three- 

ly d£X^ ' modifications, I would like to brie^ 

The second tier would be Medicare plus. This plan would make 

dIn'Kre^«nH ^ '°L'?r^' ^^0 k "^^"^^ Ir pSiptions! 
nrfnVYnl^ nf^^ ^ ""'^^'^ ^^^^ benefit utilizing the 

prmcipl^ of case management referred to above. 

careLMllS'^Sf ^Tr-wo'ild provide long-term home 
o A 1 u . ""rs"}g care. It is m this category that conditions 

S ^f^r^^tiT' ' P^kinson's diseLS^chronfc kidney 

^^.^'f^.^'^^^'^'O^ result in catastrophic costs to the elderly anS 
their families as we have heard so much about this moraine The 

And this program could be developed through federal state or 
pnvate insurers and needs the attention of exjrte in The Z 
well as mput from senior consumers and the pr^der industi? 
thi TmH^FV^!^ morning to recognize how aware you are of 
ic problems that our elderly are experiencing. 
t^sHmonT!' I ^^^'il^^^e ^ ^hank you so much for listening to my 
Sunif/f^Ur'"' ^^^^^ '"^^ '^^^ 'his 0^ 

Mr. RiNALDo. Thank you very much for your testimony. 
I now recognize Mr. Matusz for your statement. 
Mr. Matusz. Thank you very much. 
Hkp f"n o,'^^"^--^ ^ mentioned to the other witnesses, if you would 
rior? """"""^"^ yo"'- testimony, it has all been included in the 
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STATEMENT OF WILLIAM MATUSZ, DIRECTOR OF AAkP OPFR 
^Sa''''""^''"^'^ INSURANCE CO., IN^ MONTGoS: 

Mr. Matusz. I am Bill Matusz, Vice President, Underwriting for 
Prudential's AARP Operations which is located in FoTw2ing- 
t°"'P«7?ylvariia. Prudential provides Medicare supplement iS- 
ance and hospital mdemnity insurance for over 5 million membera 
of the American Association of Retired Persons. 
,.J£^ 1 '"^"ths there has been much debate and 

proposa s concerning catastrophic care for older Americans These 
flT^t^A enhance Medicare, such as the Bowen propS which 
IS supported by President Reagan, only address acute Sre su^h as 
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extended hospital confinements, and generally ignore the most crit- 
ical problem of growing old, that of long term care; that is, care for 
chronic disability in a nursing home or for a prolonged home 
health stay. 

It has been estimated that the lifetime probability of entering a 
nursing home is 50 percent, and that half the nursing home con- 
finements will exceed three months. For those confinements that 
do exceed three months, the average duration in a nursing home is 
two and a half years at a cost of approximately $25,000 a year. So 
you can see the magnitude of the cost involved. 

Medicare, which was not designed to lover long term care needs, 
currently only covers 2 percent of the total national long term care 
expenses. And since Medicare supplement policies are designed to 
coordinate with Medicare, they also do not cover long term care 
needs. 

I would like to describe how Prudential and the American Asso- 
ciation of Retired Persons have been working together to develop 
and market a nursing home and home health care plan to AARP 
members between the ages of 50 and 80. 

A big factor in developing the product design was the feedback 
we received from both an extensive sur/ey and individual inter- 
views with AARP members in 1983. Some of the interesting find- 
ings of these and later surveys were: 

First, confusion over the need for long term care. Seventy-nine 
percent felt that Medicare would cover everything. Second, we also 
found there wjis more interest in the 50 to 65 age group than in 
older age groups, and third, there was a keen interest in home 
health care. Seventy-seven percent felt that home health care was 
more important than nursing home benefits. 

Based largely on the input from these surveys, we designed a 
product that was test marketed at the end of 1985. The plan pro- 
vided $40 a day in a nursing home for up to three years, and it 
co/ered all types of nursing home services, including custodial care 
It also covered 365 home health visits at $25 a visit for nurses and 
therapists, and $20 a visit for home health aides and homemakers. 
There was a 20 day deductible included and a three day prior hos- 
pital confinement was required. The monthly rates ranged from 
$15 a month for the 50 to 59 age group, to $95 a month for the 75 
to 79 age group. These rates are based on your age when you buy 
the policy and they do not increase as you get older. 

We mailed this offer to 215 000 households in six states, includ- 
ing New Jersey, and sold appi ^ximately 1,200 policies, including 
x50 in New Jersey. The response rate in the 50 to 59 age bracket 
was four times greater than in the 75 to 79 age group which gives 
you an indication how price sensitive this product can be. 

We did a second tejt market effort at the end of 1986 which re- 
sulted in 8,000 new policies, including 700 in New Jersey. There 
were a few benefit design changes that were made for the second 
test such as eliminating the three day prior hospital confinement 
feature and increasing the deductible period from 20 to 90 days. We 
also expanded our marketing approach by mailing to 300,000 
households in eight states and we advertised the availability of the 
nursing home and home health care plan in several AARP publica- 
tions. 
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After both the 1985 and 1986 test, we surveyed the individuals 
receiving the long term care solicitations to determine why they 
bought the product or why they did not buy it. Sixty-six percent of 
the non-buyers from the first test indicted they did not need the 
product, and 30 percent said they could not afford it. Over 50 per- 
cent of all the responde s felt strongly that a nursing home stay is 
one of those subjects that they would just rather not think about 
which indicates the problem you have in selling this type of insur- 
ance. 

The follow-up survey to the second test, which we are just in the 
process of completing now, indicates there is a little more aware- 
ness of the need for home health and long term health care serv- 
ices, but we still have a long way to go. 

^ Prudential and AARP plan to continue to test various plan de- 
signs and marketing approaches in 1987. In addition to the tradi- 
tional type of indemnity insurance benefit. Prudential is also look- 
ing into oftermg an asset accumulation policy so individuals can ac- 
cumulate funds to help pay for their own care, and we are also con- 
sidering policies that include both acute and long term care in a 
managed care environment. We also plan on marketing these and 
other types of long term care insurance products to emolover 
groups. ^ 

At this point it is apparent that many mpjor insurance compa- 
nies are beginning to become more aggressive- in marketing and de- 
f uTi'u^ ^™ ^^^^ products. Although it has been estimated 
that there are at least 30 insurance companies with policies that 
cover vanous long term care services, the potential market has 
barely been touched with less than 1 percent of the total long term 
care expenses being covered by private insurance. But there are 
some significant barriers in developing a long term care insurance 
product. 

First of all, there is a great lack of consumer knowledge about 
^''elicare coverage and employer group coverage. Most people 
tAuu they are already covered and therefore there is little per- 
• ceived need for this type of benefit. 

Second, is also /ery littia data on nursing home and home health 
utilization which makes pricing it very difficult. The only pub- 
Ushed tables in existence were put together from souices which are 
not necessarily indicctive of experience under insured plans. And 
of premium rates will not emerge for many years. 

Third, IS a concern about the replacement of informal care pro- 
by family, friends or the community by formal care provided 
by health care professionals. It is estimated that up to 80 percent 
ot long tenn care services are currently provided by these informal 
services. The offering of insurance could induce a demand for serv- 
ic^ which had formerly been provided by the^e informal services. 

But perhaps the biggest barrier is the uncertain regulatory in- 
volvement on both the state and federal levels. A number of states 
tail to recognize the experimental nature of long term care insur- 
ance products by being too restrictive or requiring mandated bene- 
iits. 

For example, Wisconsin now has a mandated minimum long 
term care insurance. They limit the maximum deductible you can 
include in the policy to 60 days, and prohibit the use of a prior hos- 
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pital test. Before promulgating this regulation, there were 15 com- 
panies offering long term care insurance of some kind in Wiscon- 
sin. Now there is only one company offering long term care insur- 
ance and the price of that product has increased significantly. 

On the federal level the tax treatment of long term care reserves 
is unclear or in some cases detrimental to providing long term care 
insurance protection. Companies selling long term care insurance 
must accumulate reserves in order to help pay future benefits. 
Unlike life insurance, the interest on reserves for long term care 
insurance is taxed at the corporate rate and if companies selling 
long term care insurance pass the cost of this tax on to the con- 
sumer, it results in higher premiums. 

The Deficit Reduction .^'^t of 1984 has limited the tax advantage 
of pre-funding retired employee benefits, which discourages em- 
ployers from expanding coverage to include long term care. 

I think it is obvious that the insurance industry can play an im- 
portant role in helping to solve this tremendous problem that is 
facing our society. Companies see both the need and the opportuni- 
ty in the area of long term care. But, for reasons previously men- 
tioned, we must move with caution and there are no quick solu- 
tions in sight. 

As I mentioned before, this product is very price sensitive. The 
probability of somebody age 80 going into a nursing home is ten 
times greater than somebody 65. So a typical cost for a policy for 
somebody age 65 might be $20 a month compared to something 
over $200 for somebody at age 80. This generally means that the 
individual who is going to purchase long term care insurance 
would more likely be under age 65. Therefore, the insured coverage 
is likely to make a significant contribution to the problem, but will 
not until perhaps 10 or 15, maybe 20 years from now. 

There are also certain actions that can be taken by the federal 
government. First to help encourage and facilitate the development 
of private long term care policies, consumers must be educated as 
to their need for long term care services and their need to finance 
these services. It must be made clear that Medicare does not meet 
this need. 

Second, the regulatory environment should encourage experi- 
mentation of long term care insurance by providing incentives such 
as favorable tax treaimcnt of long term care reserves as now pro- 
vided for life insurance. This is essential if the private sector is 
going to become more involved. 

Third, the states and the federal government should consider re- 
laxing some of the Medicare requirements and eligibility rules in 
order to protect the spouse of an individual who is confined in a 
nursing home from becoming impoverished. 

This whole area is definitely a social problem that can only be 
solved if we all work together, and I thank you for this opportunity 
to testify today. 

Mr. RiNALDO. Thank you very much, Mr. Matusz. 

Ms. Savage, how do you feel about the role of the private sector? 
Do you see a viable option in private insurance coverage for home 
health care services? 

Ms. Savage. Yes, I do, though I think it is a great unknown. 
There has been a lot of discussion, as you know, of how to finance 
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the actuarial problems in long term care, but I can see that there 
would be some role for private insurance in this. I just feel that 
Mr. Matusz is far more knowledgeable about that area 
Mr. RiNALDO. All right, thank you. 

Mr. Matusz, in your capacity as Director of AARP Operations, 
are you familiar with the position of the AARP on the Stark bill 
which just passed the House Ways and Means Health Subcommit- 
tee? 

Mr. Matusz. I am somewhat familiar with it, though I cannot 
speak for AARP. They are a separate organization from Pruden- 
tial. I think they would like to see the benefits go further. They are 
very concerned about prescription drugs. 

Mr. RiNALDO. No, I was talking about the financing provisions of 
the Stark bill. As you recall, that would tax all the people on the 
value of their health insurance. 

Mr. Matusz. The AARP is generally against any means testing, 
and che taxing would be a form of means testing. 

Mr. RiNALDO. Yes— well, what I wanted to get on record is the 
fact that they have already opposed that financing mechanism, al- 
though they are in favor of the items that you have mentioned. 

In the report that Secretary Bowen presented to the President 
last year, Mr. Matusz, proposals were included for individual pur- 
chase of long term care policies. Would this type of federal policy 
influence the marketing of your product? 

Mr. Matusz. It definitely would. It would definitely have a very 
favorable affect on the selling and marketing of individual long 
term care insurance products. Any incentives that the federal gov- 
e-nment can create to encourage individuals to purchase insur- 
ance, would highlight the need for these benefits. The government 
would be making a statement that these benefits are valuable, that 
there is a need for them, and by doiag so would be providing an 
incentive for the individual to purchase it. 

Mr. RiNALDO. Suppose we reach an imp-isse. You know, right 
now we are having a lot of hearings. We ail going to have hearings 
around the country, including one in Newark, New Jersey, and we 
are going to have additional hearings in Washington. This whole 
process is just beginning. Somewhere down the line— and we are 
hopeful and optimistic th«t it is going to be in this session of the 
Congress— we are going * zome up with a bill tnat once again, 
hopefully, will be accer- the admir.istration and will be 

signed into law. I ' nink a good way tor the 100th Congress 

to make the kind or hist it should be making because it is a 

historic Congress. 

Suppose we get bogged down. The President has said he will not 
sign a bill unless it is revenue neutral. Many of us, probably most 
of us in Congress, are opposed to any undue burden, particularly 
increased taxes upon the elderly. But so far on one has come up 
with an acceptable alternative financing mechanism. 

Do you feel, in your capacity as a representative of an insurance 
company, that we could proceed with something like the Bowen 
plan, or close to it, to take care of Part B? And then of what I 
would like to term as Part C: long term care, nursing home care, 
prescription drugs, eye glasses and things of that nature? Do you 
think the private sector could handle those benefits? If either there 
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were enough participants, or if the policy had a low enough premi- 
um to be attractive? 

In other words, if the policy is going to be $100 a month, obvious- 
ly it is worthless; nobody is going to buy it, or at least very few 
people would be able to afford to buy it. 

Now, if we either mandated coverage or it became very attrac- 
tive because of certain government-provided incentives, do you 
think that that policy could have a premium low enough to make it 
acce ptable? 

Mr. Matusz. I think it is definitely workable. For example, after 
looking at the Bowen estimates for increasing Medicare benefits. 
Prudential and the rest of the insurance industry concluded that it 
is possible for the insurance industry to provide those same type of 
benefits. 

Mr. RiNALDO. You could not do it for 4.92. 

Mr. Matusz. No, but we could do it for pretty close to that. We 
estimated the cost would be roughly $6 or $6.50. And a lot of that 
comes from the marketing of the product. With a premium that 
low if, we had to market such a policy in the same way we market 
the rest of our products, the cost would be much higher. But if the 
government were to indicate that this product were available 
through stufifers in Social Security checks, for example, to help cut 
down the marketing cost, the insurance companies could definitely 
provide sometWng very similar to the Bowen proposal at an afford- 
able price. I think the same reasoning would apply to something 
like your Part C approach. 

If the government worked with the private sector 

Mr. RiNALDO. Let me just give you some statistics. Congressmen 
Pepper's plan which covers everything has been estimated to cost 
$68 billion in 1987, $100 billion by 1990. The costs are enormous. 

Do you have any idea what the premium would be? 

Mr. Matusz. Considering the 1985 national expenditures for 
nursing home and home health care, and projecting to 1987, the 
monthly costs would be approximately $140 per Medicare benefici- 
ary. This could be broken down by age group as follows: 

Age. Monthlya^i 

65 to 74 f60 

74 to 84 195 

85 + 

If this type of coverage was provided on a mandatory basis, that 
flat rate of $140 per month would be appropriate, although it 
would have to be increased to reflect the additional cost as a result 
of induced demand (higher utilization due to the availability of in- 
surance). This could easily increase the $140 to $200, .^specially if 
the supply of nursing home beds increase as a result ol the states 
eliminating the Certificate of Nee^^ and if a portion of the informal 
home health care is replaced by formal services. 

Under a voluntary approach, the age rated approach indicated 
above would be more appropriate. However, in addition to induced 
dema. ^ the voluntary approach would be subject to adverse selec- 
tion which could result in the monthly costs by age bracket to be 
more than twice the costs outlined above. 

Mr. RiNALDO. If on the other hand, the premium is low enough, 
then you will have more people participating and therefore a 
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larger pool. But if you start out with extremel- high premium 
people are not going to touch it. 

Mr. Matusz. That ie exactly the problem. You are talking about 
types of coverages where the cost— even if the policy is mandatory, 
IS gomg to be relatively high. And if you make it voluntary, be- 
cause the price is relatively high to begin with, you are going to 
have people who cannot afford it, and others who feel there is no 
need for that insurance and won't be interested in it. And the few 
people who Imow they need it and therefore are willing to pay a 
higher price because they are going to be at risk for a long term 
nursing home or home health confinement would be more likely to 
buy the product. Because of that adverse selection, utilization is 
going to be much higher than on a broader risk. 

But I will be able to let you know the cost of'both those ap- 
proaches. ^ 

Mr. RiNAUX). You would be able to supply that? Well then 
asking unanimous consent, I will leave the record open, and if you 
would mail that information to the Pelect Committee on Aging in 
c^e of my attention in Washington, I will see that it gets included, 
lius IS the kind of mformation that would be helpful to all of us 

I recognize that even with Part B, almost all of the plans that 
have been introduced in Congress have got to be mandatory: other- 
wise you just do not get enough participants to bring the cost down 
to an acceptable level. 

Congresswoman Roukema. 

Mrs. Roukema. Mr. Chairman, I thank you for that line of ques- 
tioning. As a Repubhcan, I do look towards private sector solutions, 
but 1 have got to say that I find it difficult to imagine how the pri- 
vate insurance companies can handle the scope of this problem at a 
cost that people can afford. I am keeping an open mind, but I want 
to have some substantiation, not just a good wish that we can do 
this. 

I feel the same way about 

Mr. RiNALDO. If the gentlelady will yield. 
Mrs. Roukema. Yes, yes. 

Mr. RiNALDo. That is exactly why I asked the question. I think 
we have to find out whether or not it can be done. If it can be done, 
will insurance companies participate? And if it can be done, what 
will the cost be? We are m a position where we have got to exam- 
ine all alternatives, and I, for one, am not going to give up on long- 
term health care just because someone says it is too expensive or 
give up on nursing home care because someone says it is too expen- 
sive. We have got to find a solution to this problem, and we have 
got to find a solution quickly. Otherwise, we are going to get a bill 
tnat is going to be at best only a small first step. 

Mrs. Roukema. I understand that, Mr. Chairman. You have been 
a leader m focusing on this issue, and I understood the nature of 
your questions, and I appreciate it. I do not know where we will go 
m terms of private sector, but I have got to say and I will close 
really with what I began with. 

I grant Eh-. Bowen every credit for having focused on this issue, 
but when I h^r the administration is looking toward private 
sector or individual medical retirement accounts, or whatever you 
call them, I get disheartened and somewhat skeptical because it is 
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another way of saying, you know, everybody has got to save for 
their old age. But the problem that we have today is even those 
who have saved for their old age cannot cope with the costs, and 
therefore it is not a simple solution to give new tax incentives. It is 
not ail that simple. 

It is also a reason why we may have to go slowly this year m 
coming to a conclusion on the nursing home component. 

I appreciate what Ms. Savage has said. I have another question, 
Ms. Savage, because I find that we have too little contact with 
people like yourself who have had practical experience in the field 
with the home health care and the hospice programs. And I think 
you have been very explicit and very good in terms of your defini- 
tion of the problem and the need for removing the stringent inter- 
pretations of the regulations on what is intermittent care. And 
that is one of the parts of my bill that we are trying to resolve. 

But my question to you is, under hospice, which has not yet been 
talked about, what is the reimbursement level, and can you outline 
how you believe that that portion of the home care program should 
be improved at tliis st€^e in the legislative process? 

Ms. Savage. Are you referring to che Medicare certified, hospice 
benefits. 

Mrs. RouKEMA. Medicare hospice benefits, yes. 

Ms. Savage. Yes. That is reimbursed a bit differently than home 
health agencies in that it is a prospective daily reimbursement rate 
for the first level of care, which includes any services provided on 
an intermittent basis in the home. 

First of all, the hospice is a home program. 

Mrs. RouKEMA. On the average, what is the percentage of reim- 
bursement as compared to the total cost? Do you know? 

Ms. Savage. I do not know offhand. 

Mrs. RoUKEMA, All right. 

Ms. Savage. It is, you know, a certain rate, and my understand- 
ing is that in the aggregate, it does cover the basic costs, but I 
would really need to go back and get the figures for that, and I 
would be happy to do that. 

Mrs. RoUKEMA. All right. Well, in your experience, however, do 
you see this as an area that needs improvement, or do you think 
that we have pretty much— that that is not the area of abuse but 
really an area of progress? 

Ms. Savage. I think that the hospice program is an excellent 
program; care of the terminally ill in the home has proven to be 
both cost effective and very, very well received by families. 

But I am concerned that in looking at ways to save money in the 
Medicare program, I am beginning to hear that there are cutbacks 
in what is being allowed. Would it help if I gave an example? 

Mrs. RoUKEMA. That is correct. I want your real life experience. 

Ms. Savage. Okay. A current individual example: Someone who 
has opted for the Medicare hospice benefit who has a diagnosis of 
terminal cardiac disease. Two physicians certified that in all likeli- 
hood the prognosis was less than 6 months of life. As it turned out, 
after 3 months in the hospice program with the medication that he 
was taking, with the care that was given, this patient improved to 
the point where he was discharged from the hospice program. This 
is not a typical example, but it certainly occasionally does happen. 
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The fiscal intermediary reviewing this case has denied any pay- 
inent for the 3 months of service saying that the hospice program 
should have known that this patient would have been discharged. 
Sometimes that is not possible. We are not God in predicting. 

So I am concerned about how this benefit is going to be interpret- 
ed. I am afraid it is going to follow the route of the home care ben- 
efit m terms of so narrowly restricting it that fewer and fewer 
people will be covered for fewer visits. I think as it stands, it is an 
excellent, excellent program. 

Mrs. RouKEMA. All right. 

Ms. Savage. May I just add to 

Mrs. RouKEMA. Yes, you may continue. 

Ms. Savage [continuing]. My response to Congressman Rinaldo. 
Mr. Rinaldo. Sure. 

Ms. Savage. I do feel that there is a role for private insurance in 
lo^g:tenn care, just as there is a role for private insurance in the 
MediGap situation when that is well done. However, I think given 
the scope of the problem, the magnitude of the problem and the 
numbere involved, that we have to have Federal leadership; that it 
cannot be up to the private sector in total; that the basic program 
that IS developed needs the federal leadership, needs the broad 
base of addmg and building on to the Medicare program. 

Mr. Rinaldo. Would you tell me then how you would finance 
Part C; how the federal government would finance it when we are 
faced with a deficit of $108 billion, when a budget passed the House 
yesterday, and I might add without my vote, called for $18 billion 
m new taxes just to meet present requirements, without cutting 
back too far in present programs? Could you give me some idea? 
Because I might as well tell you this up front, I am not about to 
vote for any programs that impose unconscionable tax burdens on 
the public that I represent. That it is not solving the problem; it is 
just takmg one problem and creating another. 

If you could tell me now how we could solve the financing prob- 
lem, then I will be in a much better position when I return to 
Washington. 

Ms. Savage. I think I would be a genius if I could tell you how to 
solve that. I know there are no easy answers. I just think that 
when all programs are locked at, those programs such as care of 
the aged cannot be cut to t le bone and care people suffering. 

I ani not sure how this will be solved, and perhaps some tax- 
ation, but not excessive taxation will be necessary. I know that is 
not a popular statement, but I agree with you, we cannot ignore 
the problem and cannot deal with this problem just it is going to 
cost us something. 

Mr. Rinaldo. Well, when you say not excessive, the American 
Association of Retired Persons has, according to today's New York 
Times, already opposed the Stark/Gradison plan, and that is only, 
depending on how you look at it, $300 to $500 in taxes. 

Now that is a very modest plan. That plan is very similar, very 
close— almost identical as a matter of fact— to the Bowen plan; it 
contains some small differences and refinements. Can you imagine 
then, if we take long term care and go along with your suggestion 
to throw in some additional taxes, what the tax burden would be? 
That IS the problem we face. 
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Do you have any further questions? r t . i 

Mrs. RouKEMA. No, I have no further questions. I think the wit- 
nesses have been helpful and certainly have given excellent testi- 
mony based on their genuine experiences. I particularly appreciate 
the statistical data that Mr. Matusz has presented, and would ap- 
preciate any further data that he could submit for the record. 

Mr. RiNALDo. Well, I want to thank the witnesses also. I want to 
say that we are in the position of being somewhere between the 
proverbial rock and the hard place. You know, the suggestion has 
been advanced by a number of people, a number of commentators, 
that Congress should move slowly. And that may be true. On the 
other hand, we moved very, very slowly several years ago. This was 
a problem back in the 1970s and in the late 1960s we knew then of 
families bankrupted as a result of an illness, forced to go on wel- 
fare, and we moved slowly. _ 

T see the tragedy day in and day out when people visit my dis- 
trict office in Union or in Green Brook. I see it in the letters that I 
read. I see it in the families that I meet with, and yet we have done 
nothing about it. It is about time we faced up to the problem. 

On the other hand, if we go all the way with a tiiily comprehen- 
sive program that covers everything without giving enough 
thought to making sure that the financing mechanism is adequate, 
we could get a plan that will not garner enough support from the 
public or from the Congress to be enacted into law. 

But despite these things, I still want to say that I am optimistic 
that a plan will be enacted in this session of Congress. I say that 
because in my 15 years in Congress, this is the first time we've had 
a Democratic Congress, and a Republican administration, both 
agreeing that now is the time to do something. It is impossible, ob- 
viously, for any of us to predict at this point whether or not long 
term health care or nursing home care will be covered; you have 
got to remember, we are just at an early stage in these hearings. 
However, I am hopeful that an acceptable financing mechanism 
can be devised to provide these coverages. I do not know whether it 
is going to have to be a combination of public, private and govern- 
ment initiatives, but somewhere in the scheme of things I think we 
have got to come up with something. I think we have that obliga- 
tion to the people that we represent, and I ^'''nk that this is the 
challenge facing all of us. I want to assure you today that we are 
going to do our best to meet that challenge. 

Thank you, and the hearing is closed. 

[Whereupon, at 12:38, the hearing was concluded.] 
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Congressoan KaCChcw J. Rlnaldo 
2469 Rayburn House Office Building 
VashlngCon, D.C. 20313 

Dear Congresstun Rlnaldo: 

Thank you for che opportunity to respond to questions posed In your 
4/17 letter. The Issue of catast ophlc care Is such an laportant one. 
On behalf of Kev Jersey hose rare providers* I appreciate your 
Interest and work In seeking legislative rencdles. 

1. You advocate a role for the Federal government as a "designer and 
coordinator" of catastrophic health Insurance. In this type of 
arrangement » what specific duties would the Federal government fulfill? 
Where and how would the State and local governa«nts and providers fit In'' 

The President's proposal for catastrophic care builds on the 
present Medicare system. There Is great wisdom In building on this existing 
systcBt that for all Its problctas, has cade health car«- sore accessible 
to the elderly and disabled, defines unlforn benefits for all subscribers 
regardless of what State In which they reside, and has In place the systess 
necessary to manage the program. It seems logical, therefore*^ that 
catastrophic health Insurance that Includes coverage for long term care be 
an augmentation of the present Medicare system. The Health Care Finance 
Adalnlstratlon has the systems In place to write the regulations, administer 
the funds and delegate the day to day managenent to the current Fiscal 
Intensedlarles who have developed the expertise In oanaglng the traditional 
Medicare program. However, the Congress must make Its Intent clear, to HCFA, 
In whatever catastrophic bill Is panscd. to prevent an erosion of the benefi" 
such as Is currently ocurrlng with the Medicare home care benefit. 
Representatives of State and local governments and providers should be key 
advisors on the shape the regulations should take. In addition, the State 
government should nonltor providers to Insure a basic level of quality 
assurancet as they do with the current Medicare progrim. 
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2. In your statement, you said that uncompensated care is paid for by 
private agency fund raising. Why are home health service providers not 
included in the Kew Jersey uncompensated care pool' 

The New Jersey uncompensated care pool is linked to hospital rate 
setting which Is a function of the Kew Jersey State Department of Health 
According to officials of that Department, since rate setting is not done 
by the Department for home health agenciea. there therefore is no mechanism 
to provide for uncompensated home care from the hospital pool. 

M I pointed out in ny testimony, uncompensated .'are is looming as 

tne major problem for New Jersey home care providers. The urgency of this 
matter cannot be overlooked. With the escalation of Medi-.are denials coupled 
with the increaaing need for home care due to earlier hospital discharges and 
a growing old-old population, home care providers are atruggling to aeet 
the needa of people while staving off bankruptcy. For many agencies, survival 
will depend on eliminating or drastically restricting "no fee" or "part fee" 
vlalts. Who then will care for theae patients - the blind diabetic who needs 
•yringea pre«f llled, the amputee who needs acre than one or two physical 
therapy vlalta to feel confident and competent in walking with an artificial 
limb? The examples are legion. Home care administrators are trying to cope 
with the flacal problema created by HCFA's current interpretations of the 
Medicare benefit; nuraes and therapists are dally being asked to make decisions 
to discharge patient* that are creating an ethical turmoil. Agency fund 
raising in most instances cannot bridge the gap between Medicare cutbacks and 
the need for care in the community. Since home health providers are currently 
excluded from the New Jeraey uncompensated care pool, there must be another 
mechanism establlahed to alleviate this problem. 

3. Do you aee a viable option in private insurance coverage of home health 
aervlces? 

It has been very encouraging to see the interest developing on the 
P«^t of private inaurers in the area of long term home health services. 
The AARP-Prudentlal program needs to be studied closely as data on consumer 
interest in the product, utilization of services and costs can be gathered and 
analyzed. However, there are grave concerna on the part of private insurprt 
that they will not have a large enough pool of subscribers to taake the 
premiums affordable. Given the magnitude of the problems, the Federal Medicare 
syatem la the only actuarial base that could aupport a long term care insurance 
affordable to the majority of the elderly. Private insurance may cover some 
aspecta of home health services for some individuals, but it is difficult to 
imagine the private insurance industry as the prinary insurer. 



4. Concerning caae management services: who do you think should provide this 

certified JJ:e^::ii^«^^:;cn:r"rcs: f:no^jr«:i:r""^ 

nroCld!!'-^'"^ Kw'^i'i"?" °f Participation, monitored by Federal on-site surveys 

I? "''^"^-'^"^ ^r^^ of '?"«iity aasurance. In addition, in New Jersey, 
atate licensure stant-arda are monitored by yearly on-aite surveys. 

^. Such agenciea provide a broad apectrum of services (skilled nursing: 
SldJa)! ^""^ occupational therapists; social workers, and home health 

3. Many of these agencies are already involved in local and state programa 
which have caae management components. B^'^'-a 

4. The public health nurse 'a expertise includes a broad V-ovledae of 
community resources, the ability to coordinate multiple a.rvices and the skill 
to link the client to the appropriate community service 

acute wr"J\'^°" °^ ' '^'^ ^^^'^''^ "'^^^ "«^i"8 

acute level of home care to a less acute level of long term care, if this care 
ia caae managed through the same agency. 

6. Many long term care needs can be met by home healt.i aides ar.d a variety 
of other unakllled caregivers. There is concern in the industry, the press, and 
the congress in the potential for abuse of the elderly by such Skilled ca e- 
tZ rl f ««»P1'^ of Federal concern ia the draft report of the Office of the 
^nH Lnt'^M.^K ." V^^'^' Preventing such abuse is case 

^oJ^frTby :' publL"tfuh t :L'"^^^""^^" supervision of paraprofessional 
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5. The 3 seep wodititi Mtdlcsre plan you outline would Increeee ch« cose of 
Medicare Co Che elderly. While Che "plug** end ch« *'8uper" would be opdonel—jutc 

PerC B le nov-'-vheC efface do you chink Chli coiC Increase would have on che 
elderly, Mny of whom slresdy live on che fringes of Che povercy line? 

For che elderly Indlvlduali che eddlclonel coeCs of • Kedlcare "plus*' 
or "auper" plan woul«^ have co be weighed agalnsC Che beneflcs he or she would 
receive. In che NAHC pl9n, Medicare **plua" with an esdaaCed prealua of 
$20./aonch would cover prescrlpdon drugs* denCal csre end s aodlfled hoae care 
beneflc. For so Btny slderlyi chese sre currenCly s necesssry ouC of pockec 
expanse. Ic Is esdmaCed chac che eld«rly apend 16Z of chelr Incoae on ouC of 
pockaC haalch care co^Ca. Looking ac juac one aapecc of coveragei che elderly arc 
Cha aajor purchaaara of preacrlpdon druga. Alchough New Jersey has an excel lenC 
Pharuccudcal Aaalscsnce co che Aged progrsa (PAA),^ chose who do noC econoslcslly 
<iu«llfy snd chose lo »osC ocher sCsCes fsce Isrge sedlcsdon expenses every yesr. 
Alchough cosdng 1240.00 per yesr, I chink sosc elderly would cmslder chls an 
affordable Inauranca and chaC Che cosc Incurred wou^ be offscC sC sone polnC In 
tfaslr lives In Chs ssvlngs In ouC of pockeC expenses. 

The KAHC Kedlcsre **super** propossl does noC yeC hsve s projecced 
cosc. It »ay noC bs sffordsble Co oany elderly living on che fringes of che 
povsrcy line. However » such Indlvldusls say hsve faally aeabers who could 
aaalac wlch Cha coaC» Dardcularly If Chla were a cax deduction for chem. WhaC 
«uac alao bs considered i.c ChsC wlcb Che Isrge pocendsl bsse of enrollees, che 
premlua for chs propossd ^ . z^^-z 'super*' plsn would be acre iffordsble Co more 
paopls Chan any one prlvace ^lan la likely Co be. 

6. In cha 3 aCap Kedlcare prograa you proposei you Include ScaCe and prlvaCe 
Inaurara aa pare of Che ayscem. How do you envision chls arrangeaenC working** 
Vbac pordona of clalu would be picked up by che ScaCe and whsc portions by 
prlvsce iQSursrs? 

Ths three step progrss proposed In ess^ntlslly thst put forth by the 
Hatlonal Aasoclstlon for Koac Csre (KAKC). The flrit step of this approsch Is 
the current Hedlcsre B In which I do not envision sny drsstlc chsnge . Private 
Insursnce la alresdy plsylng s role here as flscsl Intermedlsry snd In the 
area of "Kedlgap** pollclaa which cover co-payaents. Soae of these policies 
ara vary goodi others are ao riddled with exclusions thst they sre virtually 
worithlsss. 

The second step ss discussed In Question 5, Is seen ss sn extension 
of the Federsl Kedlcsre progrsa. 

The third step, "Hedlcsre Super", will hsve higher prealuas. The 
atates aay play a role In funding prealuas through the Medicaid progxaa for 
the poorest ssgaent of the over 65 populstlon. Prlvste Insursnce would be 
likely to plsy s role with plsns snslogous to the current "Medlgsp" policies. 
However, sny sttespt to encourage private Inaurance participation In long tera 
care wjst also Insure protection for the consuaers who buy these policies. 

Flnslly, In developing a Federal long tera care prograo, the expertise 
of people In Stste govsrnaent snd In prlvste Insursnce coapsnles, as well aa 
froa tha provider coaaunlty, should be tapped In an advisory capacity. 

7. If the President's proposal Is enscted, what effect will It have on your 
profession? Thst Is, would VNA's operate differently? Would services change 
How? 

If the President's proposal on catastrophic Insurance coverage Is 
enactsd. It Is estimated to help only about 2Z of the Medicare beneficiaries, 
those who qusllfy u er the Medicare prograa for extended hospital stays, 
Incurring out of povket coats of sore than $2000. per year. 

All things being equal, VNA's would not operate differently If this 
proposal ware enacted, alnce thla bill wss designed to help those who would 
aost likely need to be In a hospital setting In any case. However, by not 
addressing the catastrophic nature of chronic Illness of chronic Illness 
rsqulrlng a variety of hoae care support, this proposal leaves VNA'a still 
struggling to provide care for these people with. In so nany cases, no fund- 
ing source to psy for this. This brings us back to the question of how to fund 
uncoapenaated care. 

Please feel free to contact ae If further clarification of the above aaterlal 
ia needed. 

^ behalf of hoae care provldera In New Jersey, I want to thank you for this 
opportunity to coment on the Issues of catastrophic care In relation to long 
tara chronic i Iness. 

Yours truly, 

Evelyn K. Savage, R.N. , M.A. 
Executive Director, VNA of Soaerset Hllla 
President - Elect,^ Hoae Health Agency Asseably 
EKS/po of New Jersey 
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RESPONSES TO QUESTIONS SUBMITTED BY THE COMMITTEE TO HR. THOMAS R. BURKE, 
CHIEF OF STAFF. DEPARTMENT OF HEALTH AND HUMAN SERVICES 

QUESTION 1; 

What would be the additional cost to the Medicare progroc if it 
!!^f®JJP''"'^ '''^''^'^ long-term care? Have you examined public/ 

private partnership options that may not be so prohibitively 
expensive? ' 

ANSWER 

In development of a long-term care strategy, the Department has 
sought the right mix of public and private initiatives for 
expanding the availability of private financing mechanisms. This 
Administration feels it is important to look at the potential of 
private sector contributions in this arena since Federal, State 
and local governments are already significant partners in sharing 
the burden of long rm care expenses. 

IP 1985, the NatiCT spent roughly $120 billion on long-term care 
services for perso.is of all ages; about $38 bi Uion was spent on 
nursing home services and close to half of this amount was paid 
for through Medicaid and other financial assistance programs. 
Most of the rest was paid for by individuals and their families, 
directly out-of-pocket. Less than 2 percent was covered by 
private sector insurance. 

While nursing home care costs alone are expected to exceed $100 
billion (in today's dollars) by the year 2020, we feel the nation 
cannot afford to neglect the private sector role in a financinq 
system for long-term care. ^ 

The President's plan for addressing the problem of financing for 
long-term care services for the elderly includes the foliowinq 
elements: 

o a major private/public collaboration to educate the public 
ebout the risks, costs and financing options available for 
long-term care; 

o direction to the Treasury Department to study proposal? to 
encourage development of personal savings for long-term care 
through tax-favored individual medical accounts (IMAs) 
combined with insurance; 

o direction to the Treasury Department to study proposals to 
amend indivi'iual retirement account (IRA) provisions to 
permit tax-advantaged withdrawal of funds for long-term rare 
expenses; and 

o direction to the Treasury Department to study development 
of the private long-term care insurance market through 
legislation providing tax incentives for purchase of such 
care by individuals or employers. 



The Department has already begun to develop a public awareness 
campaign and we are working with the Treasury Department on their 
analysis. We expect to have some results by September. 

QUESTION 2: 

Among the costs commonly incurred by the elderly are the purchase 
of prescription drugs, eyeglasses, hearing aids, etc. These can 
have a substantial impact on a fixed income. Why aren't such 
costs counted toward the $2000 limit? 

ANSWER 

The President's proposal does not change current Medicare 
coverage rules; therefore, prescription drugs, hearing aids, 
etc., would continue to be non-covered services. Only the 
beneficiary's combined copayment liabilities under Medicare part 
A and B would count toward the $2,000 catastrophic cap. Each 
beneficiary would be assured that once he or she incurred out-of- 
pocket expenses for approved Medicare charges of $2,000, Medicare 
would pay for all remaining covered charges. 
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Though for many elderly, prescription drugs, hearing aids, etc. 
are a financial burden, such expenses, by themselves, are 
unlikely to produce financial catastrophe. However, when added 
to other out-of-pocket costs of hospital and medical services, 
expenses of a »uch larger magnitude, drug expenses and hearing 
aide expenses, etc., can clearly exacerbate the potential for a 
financial catastrophe. The President's proposal to limit out-of- 
pocket liability for higher hospital and medical expenses will 
substantially lessen the burden of drug, and hearing aide 
expenses, etc. We believe that coverage of these items is most 
appropriately addressed m private sector Insurance policies. 

QUESTION 3? 

Some have found fault vith catastrophic proposals that raise 
premiums for beneficiaries because then all Medicare recipients 
are forced to pay a higher premium for a service they will 
probably never use. (Only about 4% of enrollees will aeet the 
$2,000 cap). Other approaches, such as the alternatives set 
forth m your report which would restructure Medicare cost 
sharing, are criticized because the costs are born only by those 
who use the system, and thus they are m effect a tax on illness. 
How many different financing mechanisms did you look at? In a 
perfect world, what would be the most equitable financing 
mechanism? 

ANSWER 

we looked at a number of financing mechanisms such as premiums, 
increased cost-sharing both related and unrelated to income, 
taxing the actuarial value of the Medicare benefit, and others. 

We believe that for the purposes of catastrophic expense 
protection, premium financing is the most equitable method of 
payment. 

The argument that premiums are unfair because many beneficiaries 
pav a higher premium for a "service" they never use does not hold 
water. The whole principle of insurance is that people pay *.o 
protect themselves from a risk of needing the service. They are 
not paying for the service . 

we are not in favor of increasing deductibles and copayments as a 
financing mechanism because that does tax the sick. 

we also did not choose taxing the actuarial value of Medicare 
benefits because so few people would have to foot the bill for 
everyone. This approach would be very expensive, for those 
beneficiaries who would be taxed. Further, this seemed an 
unnecessarily complicated way to pay for a simple addition to 
the Medicare program. 

QUESTION 4; 

The study released by Harvard Medicare Project last year argued 
that higher premiums may be preferable to the current system of 
copayments and deductibles for Medicare beneficiaries because 
premiums, unlike copayments and deductibles: are predictable, 
budgetable; they spread risk over the largest available pool; 
they don't burden the sick; and they could be income related. 
Would It be worthwhile to pursue this line of reasoning when 
addressing the question of catastrophic financing? 

ANSWER 

While I have not studied the Harvard Medicare Project results, I 
agree with those statements about premium financing. In terms of 
our catastrophic proposal, we agree that spreading the risk over 
a pool of 31.5 million persons is an example of insurance at its 
best. A large risk pool benefits the insured through low cost 
for their protection. In addition to the advantages just 
mentioned, premiums are easy for people to understand and 
administratively simple for Medicare to handle through its 
existing part B mechanism. 

Regarding income- -elating, yes, one can do this with a premium 
approach. It woui.d be administratively easier than income- 
relating deductibles and coinsurances. However, implementation 
difficulties exist in any income-relating payment methodology. 
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QUEJTIOH 5; 

Your report repeatedly mentions the bias of both public and 
private insurance policies toward institutional care. Wny is 
this so? 

ANSWER 

In part, for very practical reasons— or e £. patient leaves the 
controlled and well-known environment a hospital or nursing 
hone, It becomes: 

(1) much harder for the insurance company to s»-rictly define 

units cf services"; e.t,., what services arc legitimately 
included m the definition of home care; 

(2) harder to control unwarranted use of non-mstitutional 
services. There are few ways of establishing whether 
services provided outside of the hospital or other 
m-jtitutional settings are medically necessary; d .d 

(3) iiiost importantly, harder to predict the extent of the 
cOMpany's liability under a policy covering non- 
ms-.itutional services and to set a fair premium. 

The traditional bias towards institutional care also reflects the 
kind of acute care coverage purchased m the p*st. However, 

deL'rabl'p''?ni ^^""^^ " """"^ "^"^^^ ^"^^ the most 

desirable for long term care needs- We need explore ways of 
tinancina long term care m the private sector that can 
accommodace the wide range of medical-social needs of the 
elderly, without augmenting overall costs of care. 

QUEST" N 6 ; 

As vou know, costs for medical care are currently risma at ^ree 
times the rate of inflation m general. The Medicare reimh 
raent system is currently based on a percentage of prevails 
medical charges. Given these facts, how would you answe .ose 
Who insist that expanding Medicare to cover more services ■'>uld 
exacerbate medical cost inflation and its attendant det-imenlal 
effects on the economy? 

ANSWER: 

First, the Administration does not propose to expand Medicare- 
covered servx.-cs. Rather, our proposal „ould cap beneficiary 
cost sharing liability at 52,000 for eligible services. 

Second, what uniquely fu»-ls n.edical inflation is "first dollar" 

"^^""^ ^^^^^ ''^ beneficiary cost-sharing, such 
tfnn^I ^"^^ opposite of the Administra- 

tion s catastrophic oroDosal, which is designed to insure not 
against the first dollar of costs but to Um? t the beneficiary's 
subsequent and potentially catastrophic financial risk 

Third, there are those who would argue that coverage of 
catastrophic expenses encourages providers to pad costs. This 
may have been a danger with regard to hospitals prior to 
^k! ^r^" prospective payments by Medicare. However, undei 
the prospective payment system, hospitals will still have every 
le gt^s''^ ^"^^h^^ge appropriately and reduce uimecSlsary 



services ^ll^^nSnfr^"' " encouraging the delivery of medical 
services ^n managed care environments. We believe that it is 
impe tive that the financing of health services be linked with 
the ^nagement of these services, when the financing Sf care and 
a£!uti i« ''^"'"^ services are separated, there It less 

ability to sxercise restraint over escalating costs. 
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RESPONSES TO QUESTIONS SUBMITTED BY THE COf^IHEE TO MR. WILLIAM F. 
MATUSZ, THE PRUDENTIAL INSURANCE COMPANY 



1. Hovf would the type of insurance package that you_ offer for long-term 
care m with the propped plan advocated by the President which 
covera roosUv acute-care costal 

Since the proposed plan advocated by the President includes no long- 
term care benefits (with the exception of skilled nursing care up 
to 100 daya) , our insurance package would fit very nicely as a 
supplement since it covers all types of nursing home care, including 
custodial, after a 90-day deductible for a period of up to three 
years. 

2. In the report that Secretary Bowen presented to the President last 
year, proposals were included for individual purchase of long-term 
care polldea. Would this type of Federal policy Influence the 
marketing of vour product? 

Yes, any positive steps the Federal Government can take to highlight 
the importance of long-term care insurance and to encourage the 
purchase of such policies would be a real plus. 

3. Concerning the response to your mailings offering the AARP policy, 
you said that in the firs* may ^at yn" mailed to 215,000 house- 
holds and sold 1,200 policies. That Is approxlaately a 1/2 percent 
response. Is that a good res^yanse rate? What Is the typical response 
rate for a offering of a test poUcy? 

The response rate was Just about wJ/ac we would expect for a test plan 
with relatively high premiums. 

4. In the follow-up survey to the second test. <tp p roximately how many 
people indicate that they could not afford such a policy? 

The percentage dropped from 30% to somewhere between 20 and 25%. 

5. You mention the possible development of an asset accumulation policy 
— could you describe how such a policy would work? 

This would be very similar to a savings account or an IRA. The goal 
of such a policy would be for the Individual to accumulate sufficient 
tunds (on a tax free basis) In order to help pay for his own long- 
term ct re or to be able to purchase a paid-up long-term care policy 
at a certain age, such as age 65. 

6. What is the potential market for a long-term care product? 

The potential market Is all individuals between the ages of 40 and 
80, espedfllly those under age 65 where the cost la very reasonable. 
Because the cost Is so expensive at the higher ages and most policies 
include some. sort of health questionnaire, few policies will be sold 
to Individuals over 75 or 80. IdeeJly, It could be the same mar«.et 
as for pension plans, with individuals funding their long-term care 
costs during their wiTklng years. 

7. You mention the uncertainties about Federal tax policy toward 
long-term care policies. Couldjyou be more detailed and outline 

for the Committee what, in your opinion, would he the needed changes 
In the tax code to take care of gome of these PY^lewsT 

The major tax issue concerns long-term care reserves. Insurance 
compcm: "nust accumulate reserves in order to help pay future 
benefits. Jnlike life insurance, the Interest on reserves for 
long-term care Insurance is taxed. The change we are looking for 
in the tax code Is to treat long-term care reserves the same as 
life Insurance reserves. 
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tne.e lony^term ctr« po«ri.«, w ould the H«v«lnp, 
pent of ri^pooi^ help keep the co«t down ^ nd level out tho ^'J ' 
parity of the Tii.oBriiim. > >otween group*? ^ 

Rtek pools could help to keep the overaU coat down, h-t it would 
not aUevlate the dJaparlty of the p«miums betw^T g^uT 
Premium, mumt reflect the IncreiiBed utUlzatlon at t'^i^i^r ^^^z 

Conc»rnlntf your sugg^tion tp relax nnm^ nf th^ .^-^i^fl mnlrrmrntn 
couia you be more «r^c m w hat type o/ rh,n r «TCy?*,f!g":^ g^ 
needed In the Medicaid law mnr^mlng snounl povISl^? " 

^^t'TJ^if^L^^'^^S. ho»e i^'-'^nte are uwied. so you can 
we this Is a significant problem. T ilngs that ten be done are: 

^' fo^r^Ltil^'i?^'® iS"^"^ resources when one spouse applies 
for Medicaid so Uie remaining spouse has enough monuy to uVe 
on and can remain independent. ^ ^ j w uve 

^* ^^!^a "^"^^ ^T" * "^'^ reasonable maintenance ar<mnt for 
spouses who remain at home. w-w""!. iw 
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We are pleased at this opportunity to present written testimony 
on the issue of catastrophic coverage under Medicare, and the 
necessity for ample home care benefits. No plan for catastrophic 
coverage will be adequate unless it provides for the protracted home 
care needs of patients and for 'srg-term care. 

Cancer Care, Inc. is a voluntary social service agency which, for 
over *2 years, has offered comprehensive social services to cancer 
patients ard their families. We have offices in New York City. 
Long IslincJ and New Jersey and we are completely dependent upon 
contributions from the public and foundations. Our services include 
individual and group counseling, help with planning for the care 
of the patient, as well as some financial assistance to eli^.ble families 
to help them meet the costs of home care plans and transportation 
to and from radiation or chemotherapy. During our 'SS-'SS year, 
we served over 10.000 patients and disbursed more than $990,000. 
with mos; of the disbursements going to elderly patients. We received 
over 2,000 requests for help In New Jersey* curing this period, and 
disbursed $27S.12S to New Jersey patients. In the first 7 months 
of our current fiscal year w • have assisted over 6300 patients end 
have disbu.-sed nearly $S4O.000 of which 1030 were New Jeric> 
patients, to whom approximately $91,000 was disbursed. 

Since we deal on a dailv basis with the dread and very often 
catastrophe illness of cancer, we are extrcmelv knowledgeable 
about the many needs of these patients and the financial, practical, 
and emotional problems which confront them and their families 
We feel that this expertise is transSatable to otf :r catastrophic 
illnesses which also frequently require a multitude of out-patient 
services. 
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For those with seemingly adequate health Insurance coverage, an illness 
can still cause a catastrophe because of the 'liidden'* costs created by the 
tUness. Thomas Hodgson, In an article on "Social and Economic Implications 
of Cancer In the United States" (Annals of the New fork Academy of 
Science^ Vol. 363, 1381), speaks to the need to study non-hcalth sector 
direct costs* which he estimates may add another 5 to 25 percent to the 
total direct costs. The non^ealth sector direct costs he refers to are special 
diets and clothing, dwelling modifications, homemaker care. 

Also, according to the NMCES study conducted by the National Center 
for Health Services Research and completed In September 1979, "A fifth 
of the nation's 80 million families Incure catastrophic out-of-pocket medical 
expenses - costs that absorb an abnormally high percentage of their total 
income." (NCHSR Research Activities, May 1986, Ho. 85). Clearly the 
problem is very prevalent. 

Our lengthy experience confirms that for the majority of cancer patients, 
inpatient care in a hospital is relatively minimal in comparison to the 
out-patient needs that are sparked by the illness. Therefore, We have long 
questioned the adequacy of any catastrophic coverage plan that is based 
merely on more comprehensive coverage Tor inpatient care. As a result, 
we have been critical of the President's and other proposals to ensure that 
Medicare patients will not be required to spend more than $2,000 a year 
for deductibles and co*insurance payments for hospital care. 

For the great majonty c .ne elderly, the cost of inpatient hospital care 
is the least of their worries, since most hospitalizations are short term 
and are covered by Medicare. While It is estimated that more than 200,000 
eldeiiy Americans each year experience hospital stays in excess of 60 days, 
this is indeed a very small segment of the many millions enrolled In Medicare 
— 29,284,396 as of February 1986. Further, the average length of hospital 
stays for patients over age 65 was only 8.9 days in 1984. Clearly the 
overwhelming majority of Medicare patients experience only short hospital 
stays. 

While we certainly sympathize with the plight of those Medicare patients 
whose hospital stays exceed 6C days, or those who may neec several 
hofjii^ilizatlons In one year, singling them out for Increased benefits does 
not compensate sufficiently for the other inadquacies in Medicare coverage. 
We must be just as concerned with those who are forced to spend great 
sums of money — sometimes pauperizing themselves — to secure adeqiiatc 
and sufficient home care services. 

We must also be concerned with how much Medicare patients must spend 
for drugs. And, can we dare overlook Medicare's very inadequate coverage 
for long-term care — how to pay for nursing home care justifiably worries 
Medicare patients a great deal. 

A very prolonged hospital stay is far from being the only definition of 
catastrophic illness, l^e definition must be broadened to include those 
illnesses which require extensive home or institutional care. These patients 
also deserve to be helped to acquire these services with dignity and without 
fear of impoverizatlon. Unfortunately, your proposals, H.R. 1280 and H.R. 
1281, do not expand in any way Medicare's current home health benefits 
and regulations. 

We feel compelled to take this opportunity also to point out that while 
there has been a swing towards aVMindtng Medicare to completely cover 
hospital care, the DRG rcimbursemct system, designed to decrease health 
care costs, has led to earlier discharges from hospitals. Medicare patients 
are being sent home earlier in their illnesses than ever before. 
Simultaneously there have been cutbacks in the availability and intensity 
of Medicare's home health services. This has been accomplished by 
reinterpretations of the Medicare statute and the creation of new definitions- 

We have long criticized Medicare because of its piucity of coverage for 
out*patient needs, and its stringent eligibility requirements for homchcalth 
care: the patient must .'quire a skilled service, must not need more than 
part-time or intermittent care and, in most instances, the patient's condition 
must t>e acute and short term. These rules governing home health care 
always cllmin^lcd a very large number of elderly cancer patients who may 
need daily CAre from a home health aide for a more protracted period of 
ti.Tic, or, may not need a skilled service at home in the first place. 
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Now, because of the new rules and regijlations governing Medicare's home 
health services, even fewer patients are receiving assistance at home. This 
is a situation that must be addressed quickly, and we are pleased that 
Representative Staggers and 13 other Congre-smen have joined in a suit 
against the Department of Health and Human Services, challenging "the 
attempted dismantling of the Medicare ho*ne health benefit via actions 
which are violating plantiffs rights under the Medicare statute, the 
Administrative Procedure Act and The United States Constitution." We 
are hopeful that this suit will at least restore Medicare's home health services 
program. 

Any plan for coverage of catastrophic illness is incomplete unless it includes 
sufficient coverage for the care-at-home needs of patients. We can and 
do appreciate the possibility that opening up and broadening the home health 
benefit will sharply increase Medicare's expenditures for home health care. 
We can also appreciate that eligibility critena would have to be carefully 
worked out and that adequate case management would be essential. But 
we must remember that ignoring the problem doesn't necessarily mean 
that government gets off the hook entirely. 

Elderly patients jvho need long term home health services frequently end 
up depleting their resources, actually paupenzing themselves. This is called 
•^pending-down" in the language of Medicaid, the federal-state health care 
program for the very poor. The patient's care is then paid for by the 
government, at least in those states sucn as New York that have spend-down 
programs. Other elderly folk, having caught on to the system, turn their 
resources over to their children so as to be eligible for Medicaid in advance 
of their actual ne^d fo.- carc% Thus, in many instances, government ends 
up paying for "ut-patient care, including home care, just as it does for 
the nursing home care of millions who may have started out by paying for 
this care themselves. Shouldn't government be willing to help the elderly 
with their realistic home care needs in such a way as to avoid reducing 
them to poverty or duplicity? 

In closing, we want to reiterate our belief that adequate coverage for home 
ca re must be an Integral part of n ny catastrophic health insurance plan. 
Only then can a catastrophic plan be tiuiy meaningful. 
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ri**iic«sjn Citizens council of Union county, n j.. inc. 

2163 MORRIS AVCNue 
Union new JcitacY 07083 

CVCUYN rilANK. ^MEaiDEMT iaaii«««7ss» 



April 10. 1987 



Congresssan Matthew J. RmaJdo 

Ranking Minority Meabcr 

Select Cocaittee on Aging 

2469 Rayburn House Office Building 

Washington, D.C. 20515 



Hearing on Catastrophic Health Insurance: 
A New Jersey Perspective April 10. 1987 



Dear Matt: 



The Senior Citizens Council of Union County. N.J. . Inc.. a non-p'ofit 
organization, draws its cenbership froa representatives of approxisately 
fifty Union County senior citizens c^'jbs. The price goal of the Cc'jncil 
IS advocacy on behalf of older people. A projection of the 1980 census 
will reflect a population of over 95,000 m 1987 as being ovei 65 m Union 
bounty. The Council ceets nonthly, has an Executive Board, and is headed 
by a l-resident/director . 

The Council staffs an office funded prioarily by a grant froa the 
Older Americans Act, Title III. Soce of the services sade available through 
the Council office are. Eaployeent Services. Dental Referral. Lawyer Re- 
ferral. Physicians Medicare Assignaent Courtesy Card and Self Proving Wills 
Our newspaper. Union Count) Senior .Vews. printed six tiSes a year, has a 
free distribution of over 19.000, 

The Council has been aa'*-- a^are by its ccabership and by aany health 
care providers that health care has been diminished because of remterpre- 
tation of regulations under Medicare. The changes that have co=e about in 
Medicare coveiage were never cade clear to Medicare beneficiaries, thi- 
results in the elderly having no krowledge of eroding health care until 
they becoae ill and put in f laio. 

While being concerned about Medicare coverage, the elderly have deep 
fears about long-tera custodial care and the bankrupcy that accoapanies 
this care. At eeetings these fears surface. Th^irc have been no reports 
on devastating acute care hospital expenses. The Council sees no advantage 
inBoven s Catastrophic Health Care m hospitals. If Boven's bill will help 
soce people, the percentage would be very snail. 

Without going into the feasibility of Claude Pepper's HR 65. the Council 
wishes to go on record that the concept presented by HR 65 recognizes the 
health problecs faced by the aging population. 

The Council has concern that Medicare is rembursmg providers fo' 
services not perforaed. There have been reports of oedicare paysent m 
the hospital days after the patient hi.s been deceased: of services rend'^r- 
ed but not identified by the beneficiary. 
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WKO IS IN CHANGE OF MY HEALTH CARE'> An I in charge'^ Is it ay doctor'^ 
The hospitaP The nurses'* Medicare'* PRO's (peer review orgdnization) 
The Governsent'' I would like to believe that 1 an in charge of ny health 
care. My physician helps se to be m charge. How can ay physician care 
fo»" me if he cannot p^t oe in the hospUal when he deeas it necessary. 
Vurses no longer can predict on how they can assist in ho=e care. 

Much testiDony has been given that hoae care would be core econosical 
than hospitals and nursing hoeses. The aged need continuus of care services 
which would include prevention and long-tero care cc^unity-based support. 
We are afraid that by refusing support for hooe care, the burden then 
shifts to state and local goveriuaent^. 

If the Adainistrat ion is concerned with Medicare's shrinking bene- 
fit package, then attention should be given to the erosion that took 
place in the Medicare Prograa. While attention is being focussed on 
icproving our health care, why not turn back the clock and at least re- 
instate the Medicare benefits that were there before regulations were 
changed . 

How did anyone dare to cooe out with a regulation that would d-ny 
a hernia operation because of age** Before the elderly could begin to 
learn of this di^cnaination the Medical Society went to bat and had 
this regulation changed. 

Who is in charge of ojr health care' 1 hope it is not oy govcrnaent 
where insensitivitjr to health care deaands out-patient surgery in order 
to save soae laoney at the risk of neglect and cosplications. 

If there is concern for Medicare expenses, then let a study be nade 
of tests for people at no out-of-pocket costs in group settings and re- 
ioburscd by Medicare. Vhj can't 1 have oy tests done with ny doctor at 
no out-of-pocket costs' Why car. a health group have a contract with 
Medicare but the faail> physician cannot**' 

If there is concern for Medicare expenses, our Council would like 
to advocate that no provider be reiabursed by Medicare until they have 
had an opportunity to review the bill for accuracy. Senior citizens 
want to oppose wrong payeents by Medicare even if it does not cose out 
of their pocket. 

To sua up. we oppose Bowen's Catastrophic Health Care bill and re- 
cognize that the elderly need comprehensive catastrophic and preventive 
health care coverage as stated in the Claude Pepper Bill KR 65. 



Sir.cercly , 




Evelyn Frank 
President/director 
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Older Women's League of Central New Jersey, 

Plainfield, NJ, April 10, 1987. 
I represent the Central New Jersey chapter of The Older Women's League, a na- 
tional advocacy group for midlife and older women, which was recently formed in 
our areas. 

We are pleased to take this opportunity to inform you about the Older Women's 
Leagues stand on the issue of catastrophic illness plans. 

The Older Women's League feels strongly that a more far-reaching and compre- 
hensive plan than that proposed by the White House is essential. The White House 
Catastrophic plan: Applies only to Medicare beneficiaries with no protection for 37 
million uninsured Americans of all ages; provides additional hospitad coverage for 
long stays which less than 3% of the elderly need; does not address Medicare mps, 
such as prescription drugs and the costs Medicare terms "unallowable" but still per- 
mits doctors to charge patients; and ignores the elderly 's most feared catastrophe: 
long-term care costs; 

We appreciate your concern and your work on behalf of the elderly and hope that 
you will fight for a truly comprehensive catastrophic illness plan. 
Yours truly, 

Gretel D. Weiss, Chair, 
Older Women 's League of Central New Jersey, 



New Jersfy Council of Senior Citizens, 

Cranford, NJ, ApH^ 3, 1987. 
Thank you for inviting me to testify at the April 10th hearing of the Select Com- 
mittet on Aging on behalf of the New Jersey Council of Senior Citizens. Unfortu- 
nately, I have a prior commitment which precludes my being able to attend and tes- 
tify in person. 

As you know, the 250,000 member New Jersey Council of Senior Citizens has been 
striving for many years to pass legislation that will cover the health needs of our 
older citizens. With this in view, I would appreciate your Committee's consideration 
of the recommendations that the executive Board unanimously approved at our 
March 18, 1987 meeting. We strongly urge you and your Committee to actively sutH 
port and fund legislation that will: 

1. Expand home care services under Medicare to eliminate the "No Care" zone 
and help to Veep persons from being institutionalized. 

2. Change ,ie Federal Medicaid policy that forces a person into poverty when his 
or her spouse is institutionalized. 

?i* f "SP^^ ^ Medicare to give real health protection to seniors. The so 
called Catastrophic Illness" Bowen Plan will help very few seniore because of the 
many tmngs it doesn't cover. The cost of a Part C to Medicare would cost seniors 
much less than they are now paying for Medicare Supplement policies that provide 
very little protection. 

4. Increase the $25.00 per month Personal Needs Allowance for nursing home 
residents that liasn't been changed since 1972. 

5. Upgrade the r '^ndards and improve the squalid conditions that currently exist 
in our nursing homes. 

We know, appreciate and thank you for your strong support for seniors through- 
out your career and we look to you for leadership in our continuing efforts to make 
our twilight years healthier and happier ones. 
Respectfully yours, 

David Keiserman, 
Legislative Representative. 



Union County Medical Society of New Jersey, 

Cranford, NJ, April 15, 1987 
Congressman Rinaldo- Thank you for asking us to submit comments on cata- 
strophic health insurance. 

inP^^ spending on health and medical services is expected to rise 10 percent in 
1987 The increase is attributed in part to the growing number of older Americans, 
greater use of nursing homes and home health services, and increasing expenses of 
sophisticated technology. Home care is growing due to the number of elderly, rising 
hospital costs, and earlier discharges. 
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There is no doubt that a major concern of the American public is catastrophic 
health coverage. Of issue is how much it is going to cost and who ultimately will 
pay for it. 

It is obvious that Medicare is neither economically or realistically sound enough 
to manage any further obligations. On the other hand, private insurance carrieis 
seem to operate cost-effectively and it would seem that their expertise would be in- 
valuable. 

There are working models for insurance packages for the elderly in other parts of 
the country. Metropolitan Life has tv/o benefit packages available for Medicare en- 
roUees of the Group Health Cooperative of Puget Sound, Seattle— an HMO. Each 
package will insure beneficiaries against custodial care costs, and the more expen- 
sive of the two also offers home health care. Another avenue worth exploring is the 
operation of SHMO— social HMO, currently in four states. Medicare beneficiaries 
pay a premium of $25-49/month. The SHMO receives its primary funding through a 
monthly fee paid by HCFA for each Medicare enrollee. Covered services include 
case management, preventive and acute care coverage, respite care, adult day care, 
personal care aid, transportation, short-term intermediate care facility services and 
2-4 months of nursing home care beyond that provided by Medicare. 

These are not necessarily solutions but they do seem viable options, the mechan- 
ics of which should be examined while the issue of catastrophic health insurance is 
being investigated. Of foremost concern is that the private physician-patient rela- 
tionship be maintained since this has proven to be the most beneiicial care to pa- 
tients of all ages. 

The federal government has consistently failed to develop a coherent policy to 
deal with the aging population of this country. A policy must be developed to meet 
the legitimate medical needs of the elderly without impoverishing their children. 

Thank you for inviting us to comment on the subject. 
Very truly yours, 

Irene Rosenthal, 
Executive Director. 

R. Gregory Sachs, M.D., 
President. 
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HUNTINGION'S DISEASE SOCIETY Of AMERICA 
MOW 22ndS*rM»< ^4ffw tbric. NY UOn (312)242*K68 



Huntlnitoo** Dlacaac Society of mtIc* (HDSA) TtttlAony btfort 
tht Prlvatt/Publlc Stctor Advisory CoMltttt on C«t««trophlc HlntM 
(Ausu«t 12, 1906) 

For «ny but tht vtry vtalthltat ftaillta In Aatrlca today, tht 
ntvt th«t « Msbtr h«« batn dUsnottd with Huntington DlJtut(HD) U 
«n tconoalc vtll «« « phytlctl «nd p«ychologlc#i cattttrophy. 
Durlns tht ntxt ttn to tvtnty yttrt, tht cott of ctrlns for tht HD 
patltnt will atrip tht ft«lly of Ita financial rtaourcta and tht 
affllcttd st^tr will aoat llkaly tnd up In a «tatt Btntal hoapltal 
vfatrt ht or ahe dota not btlong. Whtn dtath tttma finally to put an 
end to thla catattrophy. It in ftct rtapptara onct »ort; tach child of 
tht dtctattd victim haa t 50 perctnt chanct of Inheriting HD and thut 
of facing thla horror onct sort. 

In order to put an end to thla pattern of recurring cttattrophy 
In tht sort than 20,000 Astrlcan HD faalllta, tht Huntlngton'a Dlttatt 
Socltty of Aatrlct (HDSA) urgta you to conaldtr rtcomendatlont In two 
arett: financial aupport and long tern care facllltlea. 

Huntington 'a Dleease la an inherited progreeelvely degenerative 
brain dleorder which reaulta In the gradual loee of control over both 
the body and alnd end alvaya enda In death. There le no cure for HD, 
no etete of realeslon, no effective treetaent. The following 
charecterlatlce of HD present epeclal problems for today'a aed^cal 
care and aupport ayataas end help explain why the dleeeee la such a 
cateatrophy for the afflicted family. First, HD Is « dleeesc of 
Bultlple handlcape. The victim feces the alow deterioration of 
physical cepeclty, the ability to ccmwinlcate, tnd the processes of 
thought and reasoning. Second. HD atrlkes In ald-llfe, between 30 and 
45 for Doet. after the family hes been estebllehed but before children 
have left home. And third, HD Is e long-term, progressive degenerative 
dlseaee. Host petlente live 10 to 20 yeare after dlagnoale and they 
never get any better. They can be cared for et home for aoae yeere, 
but eventually they will need cuatodlal care In a nursing ho«e or 
elBllcr institution and finally akllled cere before death. 
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The need for better financial support is directly related to 
these characteristics. Families find themselves caught between "a rock 
and a hard place'* with no where to go. Medicare is totally inadequate 
for a long term degenerative disease such as HD. Benefits are 
restricted to skilled care thus eliminating home and custodial care. 
In addition, benefits are limited to 100 days. Medicaid is the 
principal source of government financing for long-term care but the 
program is only available once the family is reduced Co subsistance 
levels. Private Haalth Insurance is also inadequate, even when 
available, because it does not meet the needs of HD families; 
insurance for nursing home care is based on the assumption that the 
patient generally has been hospitalized and sent to the nursing home 
to recuperate and will subsequently be sent home. If the patient is 
terminally ill, it is assumed that they will die within a relatively 
short period of tine and thus not need years of long term care. The 
opposite is true for HD families— they want to keep the patient at 
home as long as possbile; then after five to ten years they seek 
custodial care in a nursing home to handle feeding, bathing, walking, 
etc.; and finally after fifteen to twenty year* they will need skilled 
care as the patient reaches the end of life. 

What we propose is some kind of private/public partnership to 
underwrite catastrophic illness insurance for individuals with long 
term degenerative diseases. Such insurance should include support for 
home care, custodial nursing home care, and skilled nursing home care 
an* should not strip families of all their assets or have any time 
limit for benefits. At least nine private insurance carries do offer 
nursing home insurance which, if modified and expanded to meet the 
above condi':ion8, and perhaps guaranteed or aupplimented by the 
federal governement, would go a long way toward meeting the problem. 
(See attached article: '*When a Nursing Home Becomes Your Poorhouse,*' 
Money Magazine , March 1986.) 




In addition tc financial problems, HD families face a frantic 
search for secure and decent care facilities for patients they can no 
longer keep at hose. The problem is that because of the age of onset 
plus the mental and physical nature of the disease, victims have no 
appropriate place to go. In nursing homes and other geriatric 
facilititfS, the staff is not trained to handle the psychiatric aspects 
of the disease. Patients are seen as difficult and unmanageable and 
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•r« tant to tha atata psychiatric facility* Furthanore, In nuralng 
homaa HD patlanta ara usually such youngsr than thoat around thta. Oa 
tha othar hand, tha atata paychlatrlc hodpltal la not cqulppad to 
handle tha phyalcal problaos of tha HD patlant— tha Involuntary 
Bovaaanta* tha loss of apaach coaaunlcatlon ability and tha svallovlng 
problcM* In addition, thaaa hoaptlala arc not h«zard-frae ao 
patlanta ara usually phyalcally tltd to chalra to ka«p from hurting 
thassalvas. <Saa attachad atatcacnt on tha Conalaalon for tha Control 
of Huntington'a Dlaaaac and Ita Conaaquencaa.) 

What wa propoaa la a publlc/pilvat partntrahlp to craate sptclsl 
long term facllltlaa for HD patlanta and othara with aiallar dlacaaaa. 
Thara are aavcral oodcla for such cooperation and with modification 
ind expansion of their prograas they will make e najor contribution to 
solving the problea. (In Mlnaeeote, the "Trlede" of the Hennepin 
County Hedlcel Center, the Matro Cere nurelng hose (owned by Beverly 
Enterprleee Inc.) end the Hlnnesote Chepter of HDSA, work together to 
provide long tern cere. Through referrele froa the Henneplr. »!D 
clinic, Metro Cere becaae expert In the cere of HD petlente; Metro 
currently hee 20 In-petlent beds for HD petlente end le starting a dsy 
csrs csntsr. Mstro hss slso sgrced to house the office of the locel 
HDSA chspter. In sddltlon, the Hennepin County Medical center 
conduste a clinic every three nonthe at the Metro Cere nursing hoae 
which cuts hoepltsl visit costs for nursing hoas stsff snd pstlcnts. 
In New Jsrssy, ths fsdersl end stete government end the Robert Woods 
Johneon Unlverelty Medlcel Center ere negotiating with s prlvste 
nuerlng hoae operetor (Merldlen) to build end operate e 120 bed 
teechlng nurelng hoae which would devote 15 beds to HD petlente. In 
Kaesacfausstts the Mlddleeex County Hoepltel hes developed e epeclel 
prograa of phyelcel, occupetlonsl end epecch therepy for HD pstlents. 
Thcee ere ell laportent aodele, but the flnsnclsl problsas msntloned 
ebove reetrlct their evelleblUty In aany ce.es to only a frsctlon of 
HD faalllee.) 

In cloelng l.t ae Introduce e brief pereonel note. My nother 
dlerf of HD m 1964. She died In e etete aentel Inetltutlon becsus. 
thsrs wss no nursing hoas willing or abls to ksop hsr. I sa at risk 
for HD end I have e wife end three children whoa I love end for whoa I 
wleh to provide ee best I csn. Ws srs not weslthy. but ws do hsvs 
soas ssvlngs and a houee. I believe I ahould pay ay felr ehere, but I 
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do not btlltvt I «hould bt forced to atrip my faslly of thtae sssats 
If X should gat KD. My optlona at prasant ara to dlvorca my vlfa or 
to cowlt aulclda nalthar of which X intand to do. Xnatead X am bar* 
to try and gat acroaa the aaaaaga for ayaalf and 20,000 other KD 
faailiaa that vc need cataatrophic illneaa inaurance and vc need 
adequate long tera care facilities. We hope you vill hear our plea 
and Bake it heard in the highest chaabera of government so that X and 
othera vill not hsve to choose between inhuaan alternatives. 



Samiel I. Bsily. Ph.D. 



Chainun of the Bosrd 



Huntington's Disesse 



Society of Aocrics 
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APPENDIX 3 
MEDICARE & Catastrophic health insurance 

Background Paper 

Prepared by 
Congressional Research Service, 
Washington, D.C. 

I9S7 

ABSTRACT 

The Hedxc«re progran for the aged «nd disabled plicei no upper Imic on 
out-of-pocket coftJ paid by beneficiaries either m connection with covered 
prograa services or for all out-of-pocket health care expenses. The program 
• us contains no catastrophic coverage provmons. A number of proposals have 
been offered which would expand existing coverage* however there is no 
universal agreeoent on what should be done if m fact Anything »hould be done 
at the Federal level. This report outlines some of the major proposals which 
have been offered,^ as well as the principal policy issues. 

MEDICARE: CATASTROPHIC COVEEtACE PROPOSALS 

I. OVERVIEW 

Medicare is a nationwide health insurance prograr. tor 3? million aged and 
disabled persons. The benefits provided under che program a » sane 
throughout the col try. These benefits are targeted toward ng the acute 

health care needs of the elderly. The prog va provides less eftective 
protection against the costs associated with chrome illness,^ particularly 
those associated with long-term ins 1 1 tu: lOnal i 2a 1 1 on . Further, the icare 
program places no upper limit on Out -of-pocket costs paid by beneficiaries 
either in connection with covered program sevices or for all Out-of-pocket 
health care expenses. The Medicare program itself . erefore contains no 
catastrophic coverage provisions. 

The cofsbination of cost -Si.ari ng charges for covered Medicare services 
coupled with the potential for higli Out-of-pocket payments for uncovered 
services has led the majority of Medicare beneficiaries to purchase private 
insurance coverage (so-called Kedtgap coverage) to supplement the program's 
benefit package. The principal protection offered by the majority of thewe 
policies is coverage of Medicare's deductibles and coinsurance charges. Some 
Medigap policies cover a limited number additional services such as 
prescription drugs. Few policies offer protection against the costs of long- 
tern institutional care - potentially the most costly serxice item. Some 
low-income beneficiaries are also covered by Medicaid; however, many 
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b«n«fici«rits do noc bccoae «Utitlt for Hedic«id bunefics uncil «fcer ch«]r 
b*<OM iotti tut lonal iced «nd reduce their incoaes «nd resources to the Medicaid 
sc«nd«rd through thtir expenditures on health c«re. 

Tht tbitnct of catastrophic protection, both for the elderly «nd the 
population as a t^olc* has been the subject of concern for several yca^s. The 
Prtsidenc in his 1986 State of the Union Message asked tht Secretary of the 
Dcportoeiit of Health and Kuaan Services (DHHS) to exaaine the issues and 
sugftst posi.ble solutions. Secretary ^owen subaitted the Departsenc's report 
CO tht President in Noveaber 1986 which rtco(rp>ended a shared public/private 
sector response. 

While a nuabtr of persons have suggested that Hedica^re's protection should 
be expanded to offer catastrophic protection, there is no universal a^recAent 
on what should be done, or if in fact anything should be done at the Federal 
Itvtl. Generally, the catastrophic proposals which have been offered for the 
Medicare population would build on the existing Federal program. There are 
basically two broad categories of catastrophic proposals for this population 
(roup. Tht first category, w)..ch includes the proposal outlined in the 
Secretary's Kovcnber 1986 Report to the President, would place an upper limit 
oo beneficiary liability for Medicare deductibles and coinsurance; these 
proposals would also elininate the durational limits on covered hospital 
service*. Under this type of proposal, no catastrophic protection would be^^ 
provided in connection with uncovered services. Assuming this coverage were 
ioecituted on a mandatory basis, it would have the effect oi spreading the risk 
OvCr Che entire Medicare population. It is generally agreed that it would be 
relatively easy and inexpensive to administer. The major impart of this 
approach is that it could in large measure supplant existing Medtgap policies 
offerad by private insurance cc^epaniAS. However, this approach would not 
address a major concern of the elderly, namely the need for protection against 
Che catastrophic costs of long-term instituvional care. The ^tCMi broad 
category of catastrophic coverage would attempt to provide protection against 
•one of the costs associated with services currently not 'ovtred urder th^ 
Medicare program (for example prescription drugs). Some, though not all, of 
these proposals would include long-term care expe.Hicures in the benefit 
package. Several proposals would combine expanded protection with « 
resvructuring of the Current Medicare program. 

A number of issues have been raised with regard to catastrophic/expanded 
benefit proposals. These include whether the Federal Medicare program should 
be altered from its current acute crt focus, and if so how; md the appro- 
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pri«t« role of both the public «nd the private scctcrs. A key concern is how « 
c«Ustrophic /expanded benefit p«ck«ge would be fininccd. Options mcl jde 
ir .*rc«s«d pA/roll t«xes, increased beneficiary premiums, higher coin*ur«nce 
charges, F«dcr«l general revenues, or < conbinition of these. In view of the 
current budget deficit concerns, it suy be difficult to achieve consensus on « 
proposal involving additional Federal outi^ys. 

II. CimaEKT PROCS AH 

The Medicare progran cons.sts of two parts: the Hospital Insurance (Part 
A) program «nd the Suppleaentary Kedical Insurance (Part B) program. The Part 
A prograa covers inpatient hospital services, ^st-hospital skilled nursing 
facility (SMF) services, ht e healch services, and hospice care. With the 
except. on of ..vae health services, the law places specified liaits on the 
Amount of coverage that is available under each benefit category «nd uoposes 
specified cost-sharing charges for the use of covered services. Coverage of 
hospital «nd SNF services is linked tc the individual's benefit period. A 
benefit period is defined as beginning when a beneficiary enters a hospital and 
en'iing when he or she has not been in a hospital 3«t for 60 days. 

Beneficiaries enrolled m Part B pay a monthly preaius which is $)7.90 per 
uonth in l967. Tht program covers physic ans' services (including those 
provided in a hospital) «nu - ^»**Z- of other health services .ncluding 
outp«tient hospital services, durable sedical equipment, laboratory «nd X-ray 
services, «nd physical therapy services. The program generally covers 30 per- 
cent of th« "reasonable charge" for such services *frer the beneficiary has met 
a 575 deductible. The beneficiary is liable for the remaining 20 percent 
(known «s the coinsurance), in addition, where a physicun or other proivider 
does not accept "essignment" (i.e. agree to accept Medicare's deteroinat ion of 
the reasonable charge aaount as payment m full for covered services), the 
beneficia.-y is liabU for the difference between Medicare's reasonable charge 

««cuot end the physician's actual charge. (This is soMtimes referred to as 

the "belance billed" einojnt). 



See Table 1 for a suaatr) of benefit, under Parts A «nd B md 



essoc iated 



cost'sharing charges. 
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Table I. Medicare: Suooary of Benefit* *tid Associated 
Beneficiary Co«t-Sharing Charges, 1987 



Coverage 



Beneficiary Paysseno 



Inpatient Hospital Services a/ 

- Per benefit periou: 

- - First 60 days 

- - 6lsc - 90th day 

- SO lifeciae reserve days 

Post-hocpital SNF services 
• First 20 days 

- 2lst - lOOth day 

Hoae health services 
Hospice services 



020 deductible b/ 

il30 daily coinsurance b/ 

$260 daily coinsurance b/ 



Hone 

$65 daily coinsurance b/ 
None 



Subject to durational limi's ano 
copaynents for outpatient drugs and 
respite care 



Physicians services and other 
nedical services a/ 



1) $75 deductible 

2) 20Z coinsurance 

3) Afflounts in excess of reasonable charges 
on unassigned claios 'balance billing) 



a/ Special limits apply with rtspect to inpatient services in a ^ 
psychfatric hospital under Part A and Outpatient psychiatric physician s 
service, under Part 8. Li.its are also epplied to annual program payment* for 
physical therapy services provided by an independent practitioner. 

b/ Part A deductible and comsurance 4«0unts are increased annually} 
coinsurance aiWunts are calculated as specified percentages of the deductible. 



III. ISSUES 

^. Acute Care FocuS of Trograa - Co verage Caps U 

The original Medicare prograa va» designed to -eet the acute health 
care needs of the elderly. The acute care focus is evidenced m the 
benefit design of the Part A and Part B prograo with if. fairly extensive 
coverage of short-tera hospital stays and in its coveraje of a significant 
portion of the costs of physician's services. H.tionwide. the program 
covered $60.5 billion, ar 74.8 percent of the costs of hospital services 
for the aged in 19W. These figures reflect the fact that Medicare covers 
almost all aged persons (ebout 97 percent of the elderly) and that a very 
S..II percentage (0.7 percent m 1983) exceed the 60 d*y hospital li-it in 
• benefit P«riod and an even seller percentage (0.02 percent in 1985) 



If Data in subsection A and C generally ara froa: Waldo, Daniel and 
r«senby, Helen. Deaographic Characteristics and Health Care Use and 
expenditures by the Aged in the United States: 1977'19B<»; in Health Care 
Financing Bevicu» Fall 1984» vol. 6, n. U Pall 1984. 
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«xtuusc their lif«ci«e re.^rve d.y.. In .ddition. the pro|r4a covered 

billion, or S7.8 pereenc of the cott* of phy.ici.n* services for the 
«ted in 19S4. 

At the SAoe tiM the protr«a offer* less Adequate protection »gtia»t 
the coses of .Any other services frequently used by this ^opul.t ion group. 
Over.ll. Medicare covered $58.5 billion-only 48.8 percent of the aged's 
health care costs in 1984. The program's benefit package exclud.'S 
prescription drugs, routine eye examinations, eyeglasses, hearing aids, 
dcatal care, dentures, and »ost preventive care. 

The ujor gap in the Kedicare benefit package is coverage of most 
long-term care services. Prograa coverage is limted to short-tern 
post-hospital stays in sHFs. As a result, Medicare covered only $539 
million, or 2.1 percent of the nursing hove costs of the aged m i984. 

B- Absence of Catast rot^hic Protection 2' 

Medicare's health insurance protection is further United by the ab- 
sence of catasc >phic protection either for all out-of pocket health care 
expenses or for out-of pocket expenses m connection uith covered program 
services. The liability for uncovered expenses is distributed unevenly 
throughout the Medicare population, depending on such factors as age, 
incoae level, incidence of acute illness, the presence of chronic 
conditions, and other insurance coverage. The majority of beneficiaries 
can bt expected to face reasonable expenses m any fiven vear. However, 
for a sMii portion of the population these costs may be vie/ed 
excessive and sometimes catastrophic m nature. 

Catastrophic medical costs are broadly defined l.rge unpredictable 
health care expenses; these are usually '..soeiated «ith a major illness or 
serious injury. Two methods are commonly employed to detetmine whether .n 
individual's expenses .re catastrophic m nature The first standard 
measures total expenditures .nd defines anything over a specified laount, 
e.g. $2,000 or $4,000 „ catastrophic. The second standard is based on 
expenditures that are large relative to an individual's income, e.g. 



|/ The data m this section ara from the department's Report to the 
President, Catastrophic Illness Expenses. Hovember 1986. 
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expenses over 5 percent or 10 percent of iceo»e. The Department of Heilth 
end Hunen Services feels ttut s coobinction of these nethods it 
eppropriAte. A threshold eaount i» established bel which no expense 
level is considered catastrophic retardless of incoce; a percentafe of 
incoae fifure is then added to that asount to yield the threshold above 
which expenditures are considered catastrophic. Utng varyini thresholds 
and percentaie of incoae fifures, the Departoent estimated that the 
incidence of afcd persons with catastrophic ouC-of-pocket expenditures 
(i.e. expenditures not met by other public or private sources) ranfes from 
0.9 to 2.1 million persons, or 3.6 percent to 8 percent of the afed. (This 
is considerably higher than the 1.5 percent - 3.6 percent recorded for the 
general population). 

A portion of these out-of-pocket expenses are for Medicare cost 
sharing charges and charges ibove Kedicare's reasonable charge isounts on 
unassigned claias for phy&icians' services. The Health Care Financing 
Adainistration's Office of the Actuary has estiaated the distribuiion of 
net beneficiary liabilities in connection with covered Medicare services. 
(These figures underestimate liabilites since they do not include expenses 
for uncovered services, for exuaple SHF services in excess of the 100 day 
limitation. Also, the figures do not include offsets for asounts paid by 
pr'vAte health insurance policies. Therefore these figures do not 
represent actual Out-of-pocket liabilities in connect ion with Kedicet 
scrv.ccs.) In 1983, 2.8 million,, or 10.3 percent of beneficiaries h«<l 
annual liabilities of $1,000 or «ore; these accounted for 54.2 percent of 
the tot4l $10.3 billion in «uch liabilities. A subgroup of this 
popul^wion, beneficiaries with $2,000 or core in liabilites, accounted for 
80n,000 or 3.1 percent of totil beneficiaries and ^B.2 percent of total 
liabilities. Beneficiairies with the highes' liabilities, naoely $5,000 
or ovet, 4ccount«d for 100,000 persons— or 0.6 percent of the beneficiary 
population 

TifCntyeight i^rcent of liabilities are in connection with Part A 
services and 72 percent in connection with Part 8 services. The dis- 
tribution of Such liabilities is as follows: hospital deductible - 21.7 
percent; hospital coinsurance ' 6.6 percent; SNP coinsurance - t.7 per- 
cent* Part B deductible - 16.3 percent* Part 8 coinsurance 35.5 per- 
cent; and charges above reasonable charge aaount on unassigned claios - 
22.2 percent . 
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C. Other Third-P«rcv Covernf 

The coabiMcion of cosc-sh«rint ch«rtes for covered Hcdic«re services 
coupled with the potenti«k for hijh out-of-pocket peynents for uncovered 
services h«s led the Mjority of Hedic«re beneficiaries to purchase 
private insurance coveraje to Suppleaent the pro|r«a's beneti; packaje. 
This protection, frequently referred to as Hedit«p coverate, is purchased 
by an esti««?ed 65 percent of Medicare enroUees. There is considerable 
variation in the coverage offered under various Medifap policies. The 
principal protection offered by the majority of these policies is ccvcraje 
of Medicare's deductibles and coinsurance charfes. Many policies also 
provide protection «(ainst the costs of hospital stays exceedinc 
Medicare's coveraje liaits; however, few policies cover charfes above 
H«dic«re's reasonable charge aaount on unassifned claims for Physicianf' 
servicea. Soac K^difap policies cover a liaited niMbcr of additional 
services such as prescription drugs. Fev policies offer protection 
againsc the costs *f lon(-tera institutional '•.are - potentially the aost 
costly service itea. Thus, despite the fact that a beneficiary aay have 
purchased on« or aore private policies he or she -My not have adequate 
insurance protection for the full ran(e of aedical expenses. 

In 19M, the Coo(ress aaended the Social Security Act to provide 
standards for policies wrketed as Medi(ap insurance. These aaendmnts, 
known as the SauCus aaendMnts, incorporated by reference th« Kfi|ap 
acandards contained m a aodcl regulatory protraa developed by the 
lUtional Association of Insurance CoMissioners (MAIC). If « State has 
adopted laws and/or regulations at least as stringent as thoaa of tne 
lUlC. policies regulated by the State «ra deeaed to iKet federal 
requireaents. Currently 66 States, the District of Columbia, and Puerto 
Kico aeet these requirements. 

Sooe lcw-inc«ae benef iciarias are also covered by Medicaid (the 
rederal-Sr e health care progran for certain low-incone individuala 
including the aged and the disabled). About 13 percent of aged Medicare 
beneficiaries have such protection. Medicaid generally picks up the cost- 
sharing charges on behalf of these dual eligibles. However, the priciarr 
Medicaid benefits used by tha dual eligibles ,re long-ter« care services - 
either those provided m SNFs or in intermediate cara facilities (iCfs). 
In fact, many beneficiaries do not become eligible for Medicaid benefits 
until after thay become institutionaliaed and reduce thaxr incomes and 
resources to the Medicaid standards through expenditures on health care. 
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AP|*roti«»t«ly 20 p«rceat of tht H«dic«r« popuUtion h«« no othtr 
haalch insuraaca cov«r«f«. Accord in| to DHHS, this fi jure' includes over 2 
•ill ion poor eod six •illion ne«r-poor elderly not covered by Mediceid. 
D; Ouc*of-Poekec Peyencs . 

In 19W, totel per cepi ce tpendini by the e(ed for heeUh cere wet 
$4,202. Of thi« ««>«nt, fi,059 (or 25.2 >ercenc of the totel) represented 
out-of-pocket peyments by the elderly, thet it peyaentt n3t —t by third- 
perty payment tourcet tuch et tovernwnt projreBt or privete inturence. 
Ihete out-of-pocket fijuret do not include the edditionel eaountt tpent by 
Che «lderly for peyment of Pert B preaiuM (5l7.90/BOnth in 198?) or 
privete inturence preaiuai. Thete fifuret ere everejet end "ey be higher 
or low.r for individual benef icieries depeodini on individuel circuatten- 
cet. 

Out-of-pocket peyaentt have declined et e pcrcentefe of totel heelth 
peymentt since the inception of Hedicere (dropping froa 53.2 percent in 
1966 to 25.2 percent in 19M). However, oeen out-of-pocket pey»entt 
(including inturence pre«iw»t) et e pcrcentege of acan incooe it ettiaeted 
to be the :ieBC et thet recorded pnor to the ttert of the progrex - 15 
percent it both 1966 en<; 1986. 

The nocebly therp ir.creete in the Pert A deductible in the pett tev- 
erel yeert hej focuted increeted ettention on benef iciery peyaentt. The 
deductible rote fro% 9356 in 198A vO $600 in 1985 (12.4 percent rite), 
end to $692 in ise6 (23 percent rite). In the ebtence of any legieletive 
chenge. the figure would heve inCreeted to $572 in 1987 (e 16.3 percent 
rite). However, the Omibut Scdget Reconcil ieti&n Act of 1986 
(P.L. 99 - 509) tet the 1987 deductible at ?520; further, it revited the 
celculetioo of the deductible to that future increete* will be »ore aod- 
erete. 

£. Deaoirephic Change t 

Dcsogrephic changet coupled with nedicel edvencet ere foetering 
increeting dcoandt on the heeltli tys'ea. The eged populetion it in* 
creating both io nuabere end et e proportion of the populetion et e whole. 
The 8ureeu of the Centut reportt that froa 1970 to 1984, the nunber of 
pertont eged 65 end older rote froa 20.1 ail lion end 9.8 percent of the 
populetion to 28.0 aillicn end 11.9 percent of the populetion. 

Life expectency it elto inCreeting. Pereont turning ege 65 in 1984 
could expect to live en edditionel 16.8 ytert, core then two yeert longer 
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Chan vh«n Medicare bet«a. Of particular importance to che health care 
• yttca it the tncrcatios nuaber of the *'olde»t old", i.e. person over age 
«5. These persona are nore lively to eapertence so«e fora of functional 
i.pairaent. In 1984, IB.J percent of this as« troup were institutional- 
ixed coepared with 1. 1 percent of thore «|«d 65-69. 

In 19W, Che acdiao income of faailies headed Ly persons 65 or older 
««s $18,215; the median mcooe of cn unrelated individual lo the s&ae age 
«roup was 57,296. (There were 9.8 .illion such faDiUes 4nd 7. J aillions 
such unrelated individuals.) This coapares to 524.433 for all families 
and $11,204 for all unrelated individuals. Data fro« the 1980 Census of 
Population ,nd Housint show that the cash incoae of the elderly i> lower 
io each older a(e jroup. Married couples with a head afed 65-69 had 
acdian inco.es of $18,400, coapared to 511, "IQ for those 85 wd over. Ken 

65 to 69 and livinj alcne had sedian incomes of 58,200, while those 
85 and over had incomes of 56,000; the coap«rable figures for wonen living 
*lone were $6,800 and 55,200, respectively, 
r. LonK~ter» Care 

Th« protraa offers little protection for the costs of nursmi hooe 
and custodial care services required by chronically ill persons over an 
extended tiec period. The ran(e of conditions which «ay result m the 
seed for long-term care «ervice» is extensive; aany of the conditions are 
difficult to treat Bedically except to aaintain the status quo of the 
patient. Deoentia, the chrome, often progressive loss of intellectual 
funtion, is also a Mjor cause of disability frequently necessitating 
long-tera institutional care. Over half and perhaps as cany as 70 percent 
cf patients with d«entia have AUh:i«r's disease, a chrome progressive 
ceurologic degeneration of unknown cause. 

Financing of possible stays m nursing hones is one oi the cost pres- 
sing health-related concerns of the elderly. Kedicare covered only 2 per- 
cent of the nursing hooe expenses of the elderly m 1984. The Federal - 
State Medicaid prograa picked up «n additional 42 percent. Six percent 
caae froo a coebination of other government ind private sources vUh only 
I percent paid for by insurance. Fifty percent of ,ii nursing hooe expen- 
ditures for the elderly were paid for ou'.-of-pocket. Many of the elderly 
purchasing Medigap protection are not aw-re that their policies do not in 
fact offer this protection. 

Individuals can only gam coverage under Medicaid after they have 
reduced thai'r incoaes and resources to the State-established eligibility 
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iev«U. Many elderly dretd the prospect of i«poveri«hint theo«elve« to 
these welfare levrU. However, since there i« limited cover«|e of lonf 
cer» ccrf «ervice» under either public protrta* or aost private mturmce 
policies, Medicaid i» by defiult the priwry source of third-party fi- 
Bancint of lon|-tera care service*. At the saae ti»« there it a jrowmj 
cor.^ern that Medicaid is acvmt toward a lont-tera care profraa for the 
elderly, Mny of who« were previously aiddle incocae. This raises 
qucaciens with respect to the coepetmj demands of o'her population 
troups, namely the lovincoce non-elderly, for liaited resources. 

IV. CATAS-ntOPHIC HEALTH IHSUgAWCE PZO FOSALS FOfc THE AGED 

Catastrophic health insurance coverage, either for the poplulation as 
a whole, or just for the Medicare-elifible population, is Ifkely to be an 
issue in the lOOth Congress. This is no: a i :w issue for the Congress. 
The absence of adequate catastrophic protection for certain segsents of 
the population has been a Subject of concern for a nuaber of years, and 
Congress has been asked to consider a broad range of options to address 
the problea. tfhile proposals are likely to be advanced which deal with 
th« population as a whole, the primary focuS of consideraf.on this 
Congress will probably be ©edifications to the Hedicart prograa. While a 
nuober of persons have suggested that Medicare's protection should be 
expanded to offer catastrophic protection, there is no un- -«al agreeoei.t 
on what should be done, or if in fact anything should be done at the 
Federal level. 

Generally, the catastrophic proposals which have been offered for the 
Medicare population would bu*.d on the existing Federal prograa. There 
are basically cwo broad categories of catastrophic proposals for tSis 
population group. The first category would place an upper, liait on 
beneficiary liabil;ty for Medicare deductibles and coinsurance; these 
propotala would also eliainate the durational liaits on covered hospital 
services. Ur»<l«r this type of proposal, no otastrophic prelection would 
b« provided in connection with uncovere*. services. Assuaing this coverage 
vcre instituted on a aandatory basis, it wOuld have the effect of 
spreading the risk over the entire Medicare population. It ii generally 
agreed that it would be relatively easy and inexpensive to adamister. 
Tbe aajor lapact of this approach is that it could m large acasure 
Supplant existing Mcdigap policies offered by private insurance coapames. 
Hovever, this approac i wOuld not address the aajor catastrophic concern of 
the elderly, naaaly the need for protection against the costs of long-tera 
institutional care* 
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Th« itcond bro«d ctc«|ory of c«c«scrophic cov«rt|t would «tctapc co 
providt prot«ctlon tstinsc to«« of ch« coses tssocitctd wich strvicta 
cunr«ntly not cov«rtd under cht M«dictrt prosr«a (for «x«»plt prtscrtpcton 
drus«}. SOM, thoufb not •II, of chcse propostlt would tncludt lonf-ttra 
c«r« «sp«ndicur«s in th« benefit p«ck«se. severel proposels would coabine 
cxp«nded protection with e restructuring of the current Kedicere progrea. 

A nuabtr of iiiues have been reistd with regerd t"> cetestrophic/ 
esp«»ded benefit proposels. Those who ere egeinst expanding the Federel 
role note thet the «*jority of Medicere bcnef icieries have supplcseatery 
co'irege, primarily through Medigep policies. They suggest thet efforts 
should be Mde to expand retber than supplent che role of the private 
sector. Further they feel that it is inappropriate to be considering 
expanded Medicare coverege both in light of the overall federel deficit 
and Che iapending insolvency of the Pert A trust fund (currently sleted 
for Che lete 1990s). 

Those who fevor expanding the Federel role in this erca Bo so for 
severel rcesons. They suggest thet there ere geps in health cere covcrege 
of the elderly that are not currently being addressed; this is particu- 
larly so for the 20 percent of the Hedicere population that has no 
supplement ery coverege. They note that en a<i«inistretive structure is 
alreedy in piece to iaplecent an expanded benefit. Those fevoring a 
•odcst espenslon in coverege, neacly just placing en upper lUit on out- 
of-pocket payaents for Hedicere deductibles and coinsurence, suggest that 
this expaneion cen be achieved with no ed-'tionel cost to the Federel 
govemaent end saall predictable increases in btncficiery payments. They 
further suggest thet bcncficieics would in aany cases pay substantially 
lets than whet they ere currently paying for comparable Medigep coveregt. 
Those favoring a more expansive Federal role feel it is eppropriete to 
retpond to the eeitting coverege gaps, perticu^erly coverage of long-tera 
cere services, et the netionel level. 

A key concern is how « cetestrophic/cxpandcd benefit package would be 
finenced. Options includ* incrcesed payroll taxes, mcreised bcneficiery 
preaiuaa, higher coinsurence charges. Federal general revenues, or e 
combination of these. In view of the current budget deficit concerns, it 
cay be difficult to achieve consensus on a proposal involving additional 
federal outlay*. 
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